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PREFACE 


This study is intended primarily as an inductive verification of 
the general theory of the mechanism of international trade, and 
its treatment of Canadian matters is incidental to its main pur- 
pose. It should nevertheless prove of some utility to students of 
Canadian economic affairs. The changes in Canadian financial, 
monetary, commercial, and industrial conditions consequent upon 
Canada^s participation in the war make 1913 the*" terminal year 
of a distinct period in Canadian economic history. It is mainly 
for this reason that I have made no attempt to carry this in- 
quiry beyond the year 1913. The study of Canada^s balance of 
international indebtedness during the war and post-war period 
would encounter problems which in many respects would be 
essentially different from those analyzed in the present in- 
quiry; most important of all would be the effect on the mechan- 
ism of international trade of Canada’s departure from the gold 
standard. Statements of fact in this study should be understood 
to be intended to apply to the period 1900 to 1913, and not 
necessarily to later years, even though no warning is given in the 
text of later changes, 

I am indebted for assistance in gathering the statistical details 
upon which the present study is based to my former teacher, 
Professor J. C. Hemmeon of McGill University, to the Canadian 
Pacific Railway, to the Dominion Securities Corporation, To- 
ronto, and to many kind government officials at Ottawa. To Pro- 
fessor F. W. Taussig, at whose suggestion this study was begun 
many years ago, and to whose kind and unflagging interest 
therein its final completion is due, I owe special thanks for in- 
spiration, advice, and criticism. 

Jacob Vinbr. 

UmwERSiTY 01 Chicago 
October 10, 1923 
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CHAPTER I 


METHOD AND SCOPE OF THE PRESENT STUDY 

The a priori Character oe the Classical Theory of 
International Trade 

The modern theory of the mechanism of international trade is 
almost wholly the contribution of the English classical school of 
economists and its later followers. Its first principles, stated 
rather clearly by Hume and more haltingly and inaccurately by 
Adam Smith, received systematic and comprehensive develop- 
ment at the hands of a group of English economists writing in the 
first two decades of the nineteenth century, most notable of whom 
was Ricardo. The subsequent contributions of Cairnes and Mill 
to the theory of international trade, although not unimportant, 
were in the nature of amplification, explanation, clarification, 
rather than of vital addition or emendation to the logical system 
expounded by Ricardo. These later writers followed closely not 
only Ricardo’s statement of principles, but his methods of ex- 
pounding and illustrating them. Those contemporary economists, 
such as Taussig, Edgeworth, and Bastable, who have been inter- 
ested in the explanation of the mechanism of international trade 
have carried the reasoning of the older writers a few steps further 
in some detailed aspects of the problem, and have improved the 
method of statement, but they also have adhered closely and 
faithfully, except for minor details, to the classical tradition. 
Alike with the remainder of the economic system of the classical 
school, the theory of international trade has in recent years been 
submitted to severe criticism from several points of view. Some- 
thing will be said later of the sources, the methods, and the valid- 
ity of these various attacks, but it is unquestionably true that 
the classical explanation of the mechanism of international 
trade has, of all the classical economics, been subjected to least 
criticism, both in quantity and in effectiveness, and remains to- 



4 CANADA^S BALANCE OF TRADE 

day in every important particular the authoritative doctrine ac- 
cepted even by most of those economists who in other respects 
have largely abandoned — or believe that they have abandoned 
— the classical economics. 

The classical economists, in keeping with their general meth- 
odology, developed the theory of international trade on lines 
almost wholly abstract and a priori. Even the arithmetical and 
other illustrations utilized to facilitate the exposition of reasoning 
necessarily difficult because of the complexity of the problem, 
often had little resemblance to actual conditions. In only a few 
instances did they make any attempt to derive or even to verify 
their theories by an inductive analysis of factual data.^ 

The classical theory of international trade is a priori in the 
sense that it begins with a few fundamental generalizations, 
largely psychological in character, assumed to be of universal 
validity, and that from these few principles it derives all of its 
important conclusions, no significant use being made of any 
additional data other than a few facts characteristic of our in- 
dustrial and commercial structure — facts of common experience 
and observation, not requiring systematic observational study 
and analysis for their understanding and interpretation. With 
a background of rationalistic prudential psychology to start 
from, the classical school stressed the individual character of 
each transaction in international trade, in which each of the 
parties, being ruled by egoistic motives, demanded a value 
equivalent in return for everything he exported or imported. 
From this they derived the further principle that all exports 
must tally in value with all imports, and that relative price dif- 
ferences are the proximate cause of all international transactions. 
Adjustments of the necessary balance of international transac- 
tions to a commodity and service basis with a minimum of gold 
movements are effected, they explained, through preliminary 
gold movements, initiated by individuals in the pursuit of eco- 
nomic gain. The influence of gold movements on price levels, 

^ Ricardo made extensive and effective use of factual data for the purpose of 
inductive verification in his Reply to Mr. Bosanquefs Practical Observations on the 
Report of the Bullion Committee (i8ii). Other instances would be hard to find. 
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explained by the quantity theory of the value of money, and of 
price levels on the profitability of export and import of commod" 
ities and services, always tended to bring about an even balance 
between commodity and service imports and exports. The ab- 
sence of such equivalence, temporary or continued, was to be 
explained only as due to temporary ill-adjustments, to credit 
transactions, that is, loans and repayment of loans, and to non- 
commercial unilateral transactions not requiring an exchange of 
considerations, such as tributes, subsidies, and gifts. 

Criticism on a priori grounds of this a priori reasoning has been 
directed mainly against three particulars: first, the apparent 
dependence of the theory on the questionable validity of the 
quantity theory of money; secondly, the precise part played by 
gold movements in the mechanism of international trade; and 
thirdly, the details of the reasoning regarding the order of events 
in the adjustment of trade balances when the currency of one or 
both countries engaged in trade is depreciated in terms of the 
standard metal. Attempts to apply the inductive method to the 
problem of the mechanism of international trade have been rel- 
atively few, and also, with one or two exceptions, relatively un- 
important. Most of them rested on the explicit acceptance of 
the classical doctrine, and confined themselves to the attempt to 
establish statistically (i) the equivalence at some definite date, 
or during some closely defined period, between debits and credits 
in the international balance of payments of a selected country, 
and ( 2 ) the amounts as measured in money of the constituent 
items in the debit and credit sides of the balance. Two recent 
studies have gone somewhat further. C. K. Hobson, in The 
Export of Capital^ has added to the quantitative establishment 
of the items in the balance of international transactions some 
analysis of the quantitative changes in the individual items which 
result from a disturbance in an original status quo, and of the 
mechanism whereby such changes are brought about. J* H. Wil- 
liams, in his Argentine International Trade under Inconvertible 
Paper Money, x88o~igoo,^ tested the validity of the classical 
doctrine in so far as it dealt with those phases of the mechanism 
1 London, 1914. ^ Harvard Economic Studies, 1920. 
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of international trade which were different, or might be supposed 
to be different, in trade under depreciated paper as compared 
with trade under the gold standard. Various writers on the 
theory of the foreign exchanges have also examined inductively, 
although generally only for purposes of illustration of accepted 
a priori principles, the part played by variations in exchange 
rates in the adjustment of international balances of payments. 
The classical explanation of the mechanism of international 
trade between gold-standard countries, in its larger and funda- 
mental aspects, has not yet been submitted to a comprehensive 
and thorough inductive test. 

This study is primarily an attempt at such a test. It rests its 
case on the belief that, given a systematic and comprehensive 
quantitative record of economic phenomena directly or indirectly 
related to international transactions, and given circumstances 
favorable to the application of the more highly developed methods 
of inductive inference, a number of valuable results may be ob- 
tained by the inductive method in addition to those reached by 
the a priori method: (i) the validity of the conclusions of the 
a priori theory can be tested by comparison with actual situa- 
tions; (2) a more accurate and more detailed description of 
the mechanics of trade-balance adjustments can be obtained; 
(3) inspection of the factual data may suggest possible h3rpotheses 
amending or extending the accepted a priori theory, these in turn 
to be tested by the logical methods of deduction and of induction. 

The Place of Induction in the Theory of 
International Trade 

What has just been said should not be interpreted as intended 
to question the value of the deductive method as a method of 
adding to human knowledge, or as a claim that the inductive 
method can replace and render superfluous the deductive method. 
A generalized description of a social process from observed data 
can completely take the place of deduction only if it is induction 
from complete enumeration,’^ that is, only if aU the relevant 
facts in every situation have been completely and accurately 
measured, recorded, classified, and analyzed. Induction from 
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partial evidence, or from incompletely classified data, itself waits 
upon li3rpotlieses, upon the mental anticipation of possible causal 
correlations, before it can yield logically convincing inferences. 
The limitation of specific knowledge of facts is perhaps the chief 
obstacle to the use of the inductive method. This limitation of 
knowledge is due to the inadequacy of recorded factual data ; to 
the difficulty of attribution of effect to cause where a combina- 
tion of causes produces a joint effect; to the human element in 
the collection and arrangement of facts which leads to their 
distortion and their loss, in the process of manipulation, of their 
purely objective character; and, probably most of all, to the in- 
accessibility to the student, under conditions usually governing 
his research, of the facts of mental experience necessary to a 
complete explanation, subjective as well as objective, motivat- 
ing as well as external and physical, of a process in which man 
plays a part. 

The deductive method in economics, when its general psycho- 
logical assumptions have not been too much divorced from the 
true psychology of the market-place, and when the generaliza- 
tions concerning the environmental data which are used as pre- 
mises have also been reasonably accurate, has brought valuable 
results. Deductive conclusions would differ, perhaps, from the 
results obtained by an inductive investigation of the same prob- 
lem with a complete record of facts to work from ; but they would 
differ only because they were incomplete. The differences would 
tend to disappear as the deductive results were supplemented by 
the results of inductive analysis resting on inference from the 
facts omitted in the fundamental abstractions of the deductive 
study. This assumes, of course, that the abstractions of a valid 
deductive theory are not inconsistent vdth the facts. They 
should be abstractions, not in the sense that they are untrue, but 
in the sense that they do not tell the whole truth. 

In the field of the theory of international trade, as in all other 
fields in the social sciences, there are aspects which in practice 
can be investigated by only one of the methods; and there are 
other aspects in which both methods can be more or less com- 
pletely applied, and the results of the one corroborated or dis- 
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credited by the results of the other. In developing a complete 
theory both methods must be used; and the utilization of the 
one method as a means of verifying the other is made possible, 
not only in that portion of the field to which both can be applied 
but practically throughout the field, by a study of the success 
with which one part of the theory obtained by means of one 
method can be made to fit in with the other portions obtained 
by the other method or by both together, so as to form a com- 
plete and consistent system satisfactory to the reasoning in- 
telligence. 

As has been indicated, the special field of deduction in the in- 
vestigation of the problems of international trade is the explana- 
tion of the subjective phases of the problem, and particularly the 
motivation of individuals in their international activities- To 
the explanation of the objective mechanism of the process, the 
devices used and the manner of their operation, and the objective 
manifestations of human behavior as it reacts to the environment 
under the stimulus of the main incentives operating, the induc- 
tive method can make important contributions, partly because 
these phases are objective, and partly because they rest on a com- 
plicated and detailed industrial and commercial organization, of 
which even the most satisfactory abstract theory could take into 
consideration only the main framework. The two methods can 
be used as tests on each other chiefly in that common portion of 
the field where what the deductive theory would lead us to ex- 
pect to find men doing can be compared with what the inductive 
theory actually finds them doing, and can be made to suggest a 
rational explanation of these doings. 

In the theory of international trade there must be left to the 
deductive theory, as its exclusive field, the exposition of why men 
act as they do in their international transactions, and of the 
subjective results of such action. The remainder of the theory 
is available to the inductive method, provided the facts have been 
collected and recorded. Induction can be utilized generally in 
cooperation with deduction, to describe and explain the changes 
in the volume and character of trade, the movements of price 
levels, the part played by exchange rates and gold movements in 
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the adjustment of trade balances, and the reaction upon inter- 
nal economic conditions of changes in international trade. The 
quantitative determination of the division of gains from interna- 
tional trade appears to be a problem beyond solution by either 
method. But quantities which are incapable of direct measure- 
ment are sometimes subject to measurement of their relative 
changes. The inductive method can be utilized here, both to test 
deductive conclusions as to the direction of the change in the divi- 
sion of the gains following upon a specific change in the conditions 
of international trade, and, given the direction of the change, to 
supplement this by an objective measurement of the degree of 
change in the ratio in which the gains are divided. The present 
study will pay most attention to those phases on which an in- 
ductive investigation can throw most light, although a consider- 
able amount of deductive reasoning will inevitably make its ap- 
pearance, mingled with the principles obtained inductively from 
a systematic factual study of a specific situation. 

The Scope of the Peesent Study 

No logically precise division can be made between the problems 
which are problems of international trade, and those which are 
not. In a country whose commercial relations with other coun- 
tries are important, no significant element of its internal economic 
structure is free from important influence by factors wholly ex- 
ternal in their origin, and the degree of importance of this influ- 
ence is directly dependent upon the extent to which international 
trade has been developed by that country. In countries highly 
developed economically there is a remarkable degree of inter- 
dependence between the various economic factors at work. Fur- 
thermore, the character, direction, and extent of a country’s 
foreign trade are always closely related to its material and human 
resources, its physical situation, its political and legal institu- 
tions, its sentimental aflfiliations, its internal industrial, financial, 
and commercial structure. It would be absurd to attempt an 
analytical study of a country’s foreign trade without correlating 
it with its domestic industry, or, on the other hand, to make a 
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general survey of its internal industry without paying consider- 
able attention to the influence upon it of its foreign trade. 

In the present stage of development of statistical data, some 
phases of great importance must often be ignored in an inductive 
study, while other phases of less significance receive detailed 
analysis, because of differences in the relative completeness of 
the recorded data bearing on different problems. Partly because 
of the survival of mercantilist beliefs concerning external trade 
and partly because of fiscal necessity, many phases of commerce 
are subjected to official accounting only at political bormdaries, 
and are thus available for inductive inference only in their in- 
ternational aspects. It is obvious, therefore, that the particular 
situation studied and the data there available must play a con- 
siderable part in the determination of the scope of a study such 
as this. The particular situation examined may further affect 
the character and scope of the study inasmuch as special factors 
may be prominent in that situation, or may have been subject 
to particularly marked variations, and may thus more readily 
lend themselves to inductive investigation. 

It is on these grounds rather than on the basis of any claims 
to logical consistency that the writer defends his acts of omission 
and commission in his choice of phases for investigation. As a 
result of the emphasis laid on the inductive method, this study 
should offer as its special contribution a more detailed, more 
concrete description of the mechanism and the objective results 
of external trade than is to be found in the primarily deductive 
treatments of this subject. But even in the problems of the dis- 
tribution of gains and of the ratios of international exchange, de- 
tailed study of a general situation and analysis of the mechanism 
may suggest new solutions for old problems and may reveal new 
problems affording valid justification for occasional excursions 
into deductive analysis. Above all, the description and analysis 
of the objective data, in addition to providing material for in- 
dependent inductive inferences, should make possible a critical 
examination of the accredited deductive theory, with a view to 
verification where such is justified, and to correction where the 
evidence demands it. 
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Canada, from 1900 to 1913, the Field of the 
Present Study 

The particular field in which the data for a thoroughgoing in- 
ductive analysis of the mechanism and effects of external trade 
have been sought is Canada during the fourteen-year period from 
1900 to 1913, inclusive. There are a number of weighty con- 
siderations pointing to Canadian trade history during this period 
as a particularly fruitful field for research. To begin with, an 
inductive investigation of social phenomena, in order that it may 
bring results of any definiteness and reliability, must confine 
itself to factors which in the situation studied are oi sufficient im- 
portance to influence appreciably the phenomena causally related 
to it. If minor factors in a complex situation are investigated 
with the intention of measuring the extent of their influence, 
it is often found that their effects are so mingled with the ef- 
fects of other causes . as to be lost in the complexity of the situa- 
tion. Under such circumstances no inductive attempt to learn 
their effects, no matter how detailed and painstaking, will suc- 
ceed in obtaining results not open to question. How ascertain 
that a small variation in an effect of a combination of causes is 
due to the particular cause studied, and not to some undetected 
variation in some other causal factor, or to some error or in- 
accuracy in the recorded data? And so, if the effects on each 
other and on the commercial and industrial structure of a country, 
of the factors at work within the mechanism of its external trade, 
are to be analyzed and measured with any reasonable degree of 
accuracy of results, the external trade of that country must be of 
great importance relative to its internal trade and to its industry 
and commerce in general. Otherwise their effects will be in- 
distinguishably merged in the effects of the internal factors at 
work. 

To Canada its foreign trade is of supreme importance* With 
its inhabited territory situated wholly within the cool temperate 
zone, Canada can produce within her own boundaries, even with 
the highest degree of artificial stimulation, only a small percent- 
age of the range of commodities demanded by her people. Limited 
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by the character of her climate, soil, and natural resources, and 
by the sparseness of population, to comparatively few export- 
ing industries, she must with the products of these industries 
pay for the commodities of other countries which she cannot, or 
cannot profitably, produce for herself, but which she insists on 
having. The Canadian manufacturing industries are much more 
dependent on imports for their raw and semi-manufactured 
materials than the American, and even than the British. Cotton, 
hemp, silk, wool, jute, rubber, hides, coal, tin, copper, iron ore, 
raw tobacco, raw sugar, all have to be obtained from abroad. 
Tropical fruits, corn, vegetable oils, tea, coffee, cocoa, spices, 
must be imported from warmer countries. Even where the natu- 
ral and technological conditions are not unfavorable for the de- 
velopment of domestic production of commodities of a sort de- 
manded by Canada, there are often social forces at work which 
prevent their domestic manufacture, at least in all its stages, from 
developing, and which force Canada to obtain these commodities 
by importation in return for the inchoate products of her great 
primary industries. 

Chief of these forces is the influence exerted upon the Canadian 
consumer by the standards of consumption of Great Britain and 
the United States. Canada has only imperfectly developed a 
national consciousness, and not to any appreciable extent na- 
tional standards of taste and consumption. With the exception 
of daily newspapers, her periodicals of general circulation are 
mainly American or English. Thus not only do New York and 
London, through prestige and sentimental, racial, and lingual kin- 
ship, mould and direct the demands of the Canadian consumer, 
but through their periodicals, which circulate in huge numbers, 
with their advertising contents often more bulky than their 
literary features, they train him to demand the special brands 
and styles of the United States and England. As a result, the 
native production of similar articles is checked. The great dis- 
tances between the centres of population within Canada, com- 
bined with, on the one hand, the proximity of American producing 
regions to Canadian markets and of Canadian producing regions 
to American markets, and on the other hand, the cheapness 
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of water-transportation to and from Europe, further promote 
foreign trade. 

Table I presents a comparison of the per capita foreign trade, 
in 1911, of the great trading nations populated by Europeans. Of 
the countries listed, four had a per capita trade in 1911 greater 
than that of Canada. All these four countries use the value on 
arrival (c. i. f.) for their import statistics, whereas Canada uses 
the lower value in port of lading (f. 0. b.). For New Zealand and 
Australia, distant as they are from the important markets, this 
has a substantial influence on the statistics of trade. Transit, 
entrepot, and reexport trade make a large fraction of the total 
trade of Belgium and the United Kingdom, but are unimportant 
in Canada. It is probable that, if proper allowance were made for 
these factors, the basic per capita foreign trade of Canada would 
be exceeded only by that of Australia and New Zealand, and 
only by narrow margins even in these instances. 

TABLE I 

Per Capita Tr.ude of Various Countries in 1911^ 


Country 

Aggregate trade 
thousands of dollars 

Population 

thousands 

Per capita trade 
dollars 

Canada 

$874,638 

7,207 

$121.36 

Belgium 

Ij 494,S78 

7,424 

201.32 

New Zealand 

187,850 

1,008 

186.36 

Australia 

713,207 

4,455 

160.09 

Great Britain 

6 j 024,36 s 

45.369 

132.78 

Argentina 

670,107 

7,172 

9343 

France 

• 3,471,745 

39,602 

87.67 

Germany 

4,439,331 

64,926 

68.38 

Chile 

. . . . 224,511 

3,415 

65.74 

United States 

3,267,031 

91,972 

35*52 

Italy 

1,039,063 

34,671 

29.97 

Brazil 

583.343 

23,071 

25.28 

Russia 

I.299r429 

167,003 

7.78 

i Computed from data for iQti or nearest year in Statesman's Year Book ^ 1913- 


The data presented in the table suggest the generalization that 
per capita foreign trade varies inversely with the number of in- 
habitants. For the smaller European countries the explanation 
probably lies in the importance of their transit trade, in their 
limited range of natural resources, in their peculiar adaptation to 
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certain industries, and in their proximity to foreign producing 
and consuming markets. For Canada, in addition to these reasons 
there should be noted the fact that since Canadian manufactur- 
ing technique is closely modelled on the American, with its 
large-scale mass production of standardized commodities, the 
limited extent of the domestic market, in so far as population is 
concerned, and the limited supply of labor, restrict the range of 
industries to which, under Canadian conditions, this technique can 
be intensively applied. If comparison between the relative im- 
portance of production for domestic and for foreign consumption 
were feasible, the importance to Canada of its foreign trade would 
probably appear to be even greater than is indicated by this table. 

Another factor of great importance in making Canadian trade 
experience a favorable field of investigation is the high degree of 
compactness and unity of the Canadian industrial and commercial 
structure. At first glance one should not expect much economic 
interdependence between the various parts of the Dominion. The 
popixlation is practically all to be found within a narrow strip of 
land extending across the continent, and even this narrow strip 
of land is broken up into a number of distinct sections by the 
projection of Maine into Canadian territory, by the barren 
lands north of Lake Superior, and by the Rockies. But what- 
ever may be the situation geographically, the social factors have 
all contributed to the development of what is, under the circum- 
stances, a remarkably unified economic organization. The effect 
of a high protective tariff in forcing traffic into east and west 
channels, and the deliberate policy of the Canadian federal and 
provincial governments of stimulating transportation service of 
this character by money and land subsidies of the most generous 
character, have been most effective in building up a transporta- 
tion system both by land and by water, which serves to tie to- 
gether province and province rather than province and American 
state.^ 

Furthermore, centralization of economic control, with the 

^ WMle tending to unify the economic organization of Canada, these factors 
tend, of course, to restrict somewhat the volume of foreign trade and thus operate 
counter to the natural tendencies enumerated above. 
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whole Dominion as the economic unit, has also been carried to 
great lengths. Practically all long-distance transportation was, 
during the period under study, in the hands of the government 
and three or four giant corporations; and in a country of speciali- 
zation in industry, sparse population, and great distances, trans- 
portation is bound to be one of the most important industries, if 
not the most important. The reserve system for Canadian cur- 
rency, government and bank, is highly centralized, while banking 
is in the hands of less than twenty-five banks. In manufactur- 
ing, and even in primary industries such as mining, the fisheries, 
and lumbering, similar centralization of control obtains. It has 
often been said, and with greater truth as applied to Canada than 
to any other important country, that every consumer’s product 
and many of the raw materials are monopoly or quasi-monopoly 
products.^ The imports of the west either originate in the east or 
are bought through eastern merchants and transported through 
the east, while the products of the west are largely sold to the 
east, whether for eastern consumption or for eventual export, 
and are shipped to the eastern provinces in either case. Add to 
these the important financial interrelations between the indus- 
trial and the banking, financial, and transportation magnates, 
and the further centralization which is procured through the 
powerful influence wielded by the Canadian Manufacturers’ and 
the Canadian Bankers’ Associations, and it becomes clear why 
all these factors must operate to establish an unusual degree of 
economic interdependence between the various parts of the 
Dominion, with the result that there is little likelihood that an 
important financial or industrial phenomenon arising in one part 
of the country will be neutralized by counteracting phenomena 
in another part and will thus not have a visible effect in the na- 
tional statistics. Canada, because of these circumstances, pre- 
sents opportunities for statistical analysis and research not avail- 
able in countries which are economically more loosely organized 
and in which there is less likelihood of all important factors 
operating on a national scale. 

^ Cf. James J. HarpeE, Canadian National Economy, Ch. in: ^^Canada^s Com- 
bines.” 
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The smallness of Canada’s population of itself has been sug- 
gested as a factor in making Canada a fertile field for economic 
research: 

We are often reminded that Canada^s population is small and her trade 
a modest affair. But the smallness of the scale has its advantages, not only 
when we watch the workings of a political experiment in federal govern- 
ment, but when we watch the movements of trade. The daylight of first 
principles may shine more easily through the figures of a comparatively 
small commercial nation than through those of countries which have seven 
or eight times the population, and have been doing business for centuries. 
Along with the larger numbers and the older business come the complexity 
and perplexity due to the increasing plurality of causes; and the interpre- 
tation of figures becomes less simple even though the guiding clues are the 
same for all cases, great or small. It is well for those that have “a passion 
for statistics’’ to seize their opportunity; it will not last long.^ 

Perhaps the most weighty justification for seeking in Canadian 
experience a field for the inductive investigation of the theory of 
international trade is to be found in the fact that during the 
years 1900 to 1913, chosen for special study, there occurred in 
Canada a great importation of foreign capital, rising from a few 
million dollars in 1900 to almost half a billion dollars in 1913, and 
amounting for the entire period to over two billion dollars. This 
tremendous import of capital created a situation peculiarly favor- 
able for the application of the inductive method, especially in its 
special form of the method of concomitant variations. The in- 
ward movement of capital dominated all other factors in Canada’s 
foreign trade during the period of heavy borrowings, and the 
variations in the inward flow of foreign capital were marked 
enough to effect sharp correlated variations in other elements in 
the situation. As a consequence, an inductive study of Canada’s 
international trade during this period becomes largely a study of 
the adjustment of Canada’s trade balance, currency and banking 
system, price levels, and industry in general, to a heavy import of 
foreign capital 

Finally, an important prerequisite to the use of the inductive 
method, the availability of adequate and comprehensive statis- 
tics, is for the particular subject of investigation more nearly ful- 

^ James Bonar, ^'Canada^s Balance of Trade,” Proceedings of the Cmadim 
Political Science Associcdion, 1913, p. 82. 
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filled in Canada than in most countries. Many statistical series, 
which in other countries are not obtainable or are available only 
for districts or states, are available for Canada as a whole. Com- 
plete currency and banking statistics are published monthly 
under official auspices. The problem of measuring gold move- 
ments is simplified by the fact that no gold coin circulates in 
Canada and all gold coin in the country is centralized in gov- 
ernment or bank reserves. Detailed and excellently classified 
commerce and price statistics are regularly compiled. Original 
statistical investigations under government and under private 
auspices have made available for our present purposes important 
data which ordinarily are not similarly obtainable for other 
countries.^ 

The study is divided into two parts. In the first part statistical 
estimates are made of the important items entering into the 
Canadian balance of international indebtedness. The second 
part comprises a detailed analysis of the mechanism of adjust- 
ment of the balance of indebtedness. 

1 Special acknowledgment must be made to The Cost of Living Report, voL ii, 
1915, prepared under the direction of R. H. Coats, Dominion Statistician. This 
is a mine of statistical and other information, much of it bearing directly upon in- 
ternational trade problems. The indebtedness of this study to the Cost of Living 
Report is abundantly evidenced by the frequent citations and references thereto. 
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THE CANADIAN B.ALANCE OF INTERNATIONAL 
INDEBTEDNESS 
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The terminology used in the theory of international trade is 
rather formidable, is sometimes confusing, and is often involved 
in ambiguities. It will be well, therefore, before proceeding to 
the body of the investigation, to forestall misunderstanding by 
carefully defining the more important terms used. 

A transaction which creates a pecuniary obligation on the part 
of a person in Canada toward someone outside Canada is called 
a debit transaction; and one which creates an obligation toward 
a Canadian by a person outside Canada is called a credit trans- 
action. For example, a commodity import is a debit transaction; 
a commodity export is a credit transaction. By the Canadian 
balance of international indebtedness is meant the difference 
between the totals of Canadian debit and credit international 
transactions. If the debits exceed the credits, there is a debit 
balance; if the credits exceed the debits, there is a credit balance. 
In accordance with customary usage the term balance is used 
also, sometimes to signify an even balance or equilibrium be- 
tween debits and credits, at other times to designate the balance- 
sheet itself, that is, the tabulation of all the debit and credit items, 
without special reference to the quantitative relations of total 
debits to total credits. In such cases the context will show what 
meaning must be given to the term balance. The balance of 
payments, or, if it be assumed that all immediate obligations 
are immediately liquidated, the “balance of immediate obliga- 
tions,^^ refers to the difference between immediate debit and credit 
obligations, and not to the difference between all debit and credit 
transactions. If some of the transactions are on a deferred- 
payment basis, as is generally the case, there may be a debit 
balance of indebtedness at the same time that there is a credit 
balance of payments, and vice versa. The commodity balance 
of trade, the balance of service transactions, and the balance of 
non-commercial transactions indicate, respectively, the differences 
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between the amounts of commodity imports and exports, of 
debit and credit international service transactions, and of debit 
and credit international non-commercial transactions, irrespective 
in each case of whether or not the obligations created thereby are 
immediate or deferred. The total of these three balances equals 
the total balance of international indebtedness.’^ This total bal- 
ance of international indebtedness for any period is, of course, 
the same thing as the difference between total foreign loans and 
total foreign borrowings for that period. 

In Part I the commodity balance of trade, the balance of non- 
commercial transactions, and the balance of service transactions 
are first estimated for each year in the period, and the total 
balance of international indebtedness is then computed from 
these partial balances. The addition, to the debit balance of 
international indebtedness so obtained, of the volume of invest- 
ments of Canadian capital abroad gives as a result an indirect 
estimate of the foreign investments of capital in Canada. The 
accuracy of this estimate of foreign investments in Canada, and, 
indirectly, of the entire calculation of the balance of international 
indebtedness, is then tested by a direct estimate of the volume of 
foreign capital invested in Canada, based upon the available 
information relating to such investments. 

The only other comprehensive attempt to estimate the Cana- 
dian balance of international indebtedness is that made by R. H. 
Coats, Dominion Statistician, in connection with his cost-of- 
living inquiry, published in 1915.^ Coats’ analysis of the balance 

1 The Harvard Review of Economic Statistics, in its calculations of American trade 
balances, appears to use the term ** balance of payments’’ interchangeably with the 
term ^‘balance of indebtedness,” and so tabulates and describes its material as to 
make it impossible to determine with certainty whether in particular instances 
balance of payments or balance of indebtedness, as the terms are here defined, is 
meant. Usage is not uniform, but the weight of authority and considerations of 
economy and clarity in terminology are in my opinion both opposed to the attribu- 
tion of identity of meaning to the two terms. In any case, there is an important 
difference in meaning between what is here called the balance of payments, i.e., 
the balance of immediate (and honored) obligations, and what is here called the 
balance of indebtedness, i.e., the balance of aU obligations, immediate and deferred. 

® Report of the Board of Inquiry into the Cost of Living. Summary and voL ii, 
Ottawa, 1915. 



BALANCE OF INTERNATIONAL INDEBTEDNESS 23 

of indebtedness covers approximately the same period as that 
investigated in this study and, in general, follows the same lines. 
While it proved of great aid to the writer, its results, for reasons 
later to be explained, are not in close agreement 'with those ob- 
tained in the present study. 
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THE COMMODITY BALANCE OF TRADE 

By the commodity balance of trade is meant, of course, the dif- 
ference between the value of the exports and that of the imports 
of physical goods. The trade in coin and bullion is sometimes 
excluded and spmetimes included in the striking of the commodity 
balance. Where the purpose is to ascertain the balance of im- 
mediate obligations which is not liquidated by shipment of com- 
modities (or services) and must therefore be settled in money, it 
is proper to exclude coin at least, and perhaps also bullion.^ For 
our present purpose, the ascertaining of the debit balance of in- 
ternational indebtedness, or the amount of obligations of Canada 
to other countries which were not met during the period, whether 
by shipment of goods or money or in any other way, the trade 
in coin and bullion must be included alike with the trade in other 
commodities. 

Information as to the amounts of commodity exports and im- 
ports is to be obtained from the official commerce statistics of 
practically all civilized countries, and it would appear at first 
glance to be a simple matter to strike ofl the balance by setting 
exports against imports. Commerce statistics, however, like all 
other statistical data, have their peculiarities. It is generally 
advisable to examine carefully the basis of their compilation, 
what is included and what excluded, and the time-units for which 
the data are collected, before proceeding to use such data as the 
foundation for important conclusions. 

^ It is true, of course, that a balance of immediate obligations cannot be struck 
without allowance for imports and exports of capital, i.e., deferred obligations, and 
for obligations contracted through other than commodity transactions. Where 
the commodity balances of trade are alone being considered, there is no obvious 
justification for excluding coin imports and exports. In Canada, bullion moves in 
foreign trade purely as a commodity, as it does not enter into the currency in its 
unminted state, and little of it is minted in Canada. 


24 
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The Canadl^n Commerce Statistics 

Method of Compilaiion. — The Canadian statistics for exports 
and imports are primarily collected and tabulated by the Depart- 
ment of Customs, by months and by years, on the basis of dec- 
larations of A-alue by importers and exporters, checked, espe- 
cially for imports, by the valuations of the customs inspectors. 
The tabulated statistics, during the period under study, were 
published by the Department of Customs, but the Department of 
Trade and Commerce reworked the statistics of the Customs 
Department into otherforms, elaborated the classification thereof, 
added to the amount of comparative statistics, and published 
monthly and annual reports based on the data originally col- 
lected and issued by the Customs Department. Most of the 
commerce data used in this report are obtainable in both sets of 
reports. Statistics of imports are published both for ^Hotal im- 
ports’’ and for “imports entered for consumption.” “Total 
imports” are all imports which reach the customs warehouses. 
“Imports entered for consumption” are all imports which pass 
through the customs warehouses and enter into the Canadian 
channels of trade. “Imports entered for consumption” is a 
technical term, used in both Canada and the United States for 
imports to which it does not always accurately apply, since it 
includes goods not consumed in Canada, if they are reexported 
after passing through the customhouse. 

Statistics of exports are published for “total exports,” for 
“exports of Canadian produce,” and for “exports of foreign 
produce.” These terms are self-explanatory. Included in ex- 
ports of “foreign produce” are foreign goods exported from cus- 
toms warehouses without having passed into the channels of 
Canadian trade, and foreign goods exported after having been 
“entered for consumption in CanadaC’ The amount of exports 
of foreign produce is generally greater, therefore, than the differ- 
ence between “total imports” and “imports entered for consump- 
tion.” ^ To obtain the commodity balance of trade, the statis- 
tics of “total imports” and “total exports” must be used. 

^ Since 2916 a compreliensive reorganization of Canadian commerce statistics 
has been effected, and what is said here should be understood to be applicable to 
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Methods of computing Values, — There are important diver- 
gencies in the methods used by various countries in computing 
the values of their imports and exports.^ Most countries use 
c. i. f. values for imports, or the values on arrival at the port of 
import, including freight, insurance, and other transport charges. 
Many countries use official valuations, which in some cases are 
arbitrary or obsolete and have little relation to actual values. 
Canada follows the American usage of basing its import statistics 
on the values of imports in the countries whence the goods were 
consigned to Canada. The values used for imports are the fair 
market values of such goods when sold for home consumption 
in the principal markets of the countries whence, and at the time 
when, the same were exported directly to Canada.” The term 
“direct” does not exclude shipments passing in continuous voy- 
age through the ports or other territory of a third country. Un- 
less either “dumping values” or undervaluation are discovered 
in the values declared and sworn to in the invoices, the invoice 
values are taken. Except for the relatively insignificant amount 
of goods which are undervalued to evade customs taxation with- 
out discovery by the customs officials, or which are discovered 
by the customs inspector to have been sold at dumping prices, 
the recorded statistics of imports represent, therefore, the actual, 
f. 0. b. charges made for the goods by the foreign exporters.^ 

The importer pays not only the f. o. b. invoice price, but also 
the freight and insurance and other charges incurred in transport- 
ing the goods to the point of destination. Nevertheless, import 
statistics based on f. o. b. values have the advantage that they 

the period under study, but not necessarily to subsequent years. Statistics of 
total imports” are, since the fiscal year 1920, no longer published, and statistics 
of goods exported from warehouses are collected and published separately as 
"'^transit trade.” The Customs Department has informed the writer that the dif- 
ference between *Hotal imports” and ‘‘imports entered for consumption” was 
due almost wholly to imports of wheat in bond from the United States, for reexport 
overseas, when it appeared in the statistics of exports of foreign produce. Such 
wheat would now appear only in the statistics of transit trade. 

^ Cf. United States Department of Commerce, Misc, Seriesy No. 59, “Methods 
of Computing Values in Foreign Trade Statistics.” 

® For a qualification of some importance with regard to trade discounts, see 
infray p. 71. 
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are accurate as far as they go. Those countries which base their 
import statistics on values at the port of entry usually obtain 
these values either by adding an arbitrary percentage, kept uni- 
form throughout long periods, to the invoice values, or by valuing 
the goods more or less arbitrarily and independently of the in- 
voice value, on the basis of their supposed values at the port of 
entry. Even with the inadequate data available as to freights, a 
careful estimate of the amount of the import freights added to 
the invoice values should give more acceptable results than the 
arbitrary usage of customs officials.^ 

The values used in compiling the export statistics are: for 
goods ‘Hhe produce of Canada,^’ their value at the time of ex- 
portation at the ^^port’^ 2 whence shipped; for exports of foreign 
produce, the “actual value” of such goods, which means in 
practice the value declared by the exporter, and probably in- 
cludes as a rule the accretion in value to the goods between 
arrival in Canada and reshipment from Canada abroad. 

Accuracy of the Statistics. — For the items which they cover, 
with the exception of gold coin, the Canadian statistics of ex- 
ports and imports are probably as close to accuracy as is reason- 
ably to be expected of any comprehensive statistics. An ex- 
ceptionally efficient Customs Department collects with great care 
the data for both the import and export statistics, and no allow- 
ance need be made, with the exception noted, for inaccuracy in 
the published statistics. Until June 30, 1900, the statistics of 
exports were regarded by the Customs Department as inaccurate 
for shipments overland to the United States, and an addition of 
five per cent was made annually to the collected statistics of ex- 
ports to the United States, to cover unrecorded exports. In 1900, 
however, the Customs installed a new system of collection of 
export statistics for overland shipments, and abandoned as un- 

^ In the Final Report of the Dominions Royal Commission this question is en- 
lighteningly discussed, with special reference to Canada, and the conclusion reached 
that the c.i.f. method of computing import values would result in great inaccuracy 
if used in Canada, because of the great range in the ad valorem proportions of the 
freight charges of imports overland from the U. S. (Gt. Br. Pari. Papers, Cd. 7971 
[1917], p. 166). 

2 Includes inland towns, and indicates merely the point of shipment. 
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Methods of computing Values, — There are important diver- 
gencies in the methods used by various countries in computing 
the values of their imports and exports.^ Most countries use 
c. i. f. values for imports, or the values on arrival at the port of 
import, including freight, insurance, and other transport charges. 
Many countries use official valuations, which in some cases are 
arbitrary or obsolete and have little relation to actual values. 
Canada follows the American usage of basing its import statistics 
on the values of imports in the countries whence the goods were 
consigned to Canada. The values used for imports are the “ fair 
market values of such goods when sold for home consumption 
in the principal markets of the countries whence, and at the time 
when, the same were exported directly to Canada.” The term 
'^'direct” does not exclude shipments passing in continuous voy- 
age through the ports or other territory of a third country. Un- 
less either dumping values” or undervaluation are discovered 
in the values declared and sworn to in the invoices, the invoice 
values are taken. Except for the relatively insignificant amount 
of goods which are undervalued to evade customs taxation with- 
out discovery by the customs officials, or which are discovered 
by the customs inspector to have been sold at dumping prices, 
the recorded statistics of imports represent, therefore, the actual, 
f . o. b. charges made for the goods by the foreign exporters.^ 

The importer pays not only the f. o. b. invoice price, but also 
the freight and insurance and other charges incurred in transport- 
ing the goods to the point of destination. Nevertheless, import 
statistics based on f. o. b. values have the advantage that they 

the period under study, but not necessarily to subsequent years. Statistics of 
“ total imports” are, since the fiscal year 1920, no longer published, and statistics 
of goods exported from warehouses are collected and published separately as 
^Hransit trade.” The Customs Department has informed the writer that the dif- 
ference between “total imports” and “imports entered for consumption” was 
due almost wholly to imports of wheat in bond from the United States, for reexport 
overseas, when it appeared in the statistics of exports of foreign produce. Such 
wheat woxild now appear only in the statistics of transit trade. 

^ C£. United States Department of Commerce, Misc, Series ^ No. 59, “Methods 
of Computing Values in Foreign Trade Statistics.” 

* For a qualification of some importance with regard to trade discounts, see 
infra, p. 71. 
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are accurate as far as they go. Those countries which base their 
import statistics on values at the port of entry usually obtain 
these values either by adding an arbitrary percentage, kept uni- 
form throughout long periods, to the invoice values, or by valuing 
the goods more or less arbitrarily and independently of the in- 
voice value, on the basis of their supposed values at the port of 
entry. Even with the inadequate data available as to freights, a 
careful estimate of the amount of the import freights added to 
the invoice values should give more acceptable results than the 
arbitrary usage of customs officials,^ 

The values used in compiling the export statistics are: for 
goods ‘^the produce of Canada,’’ their value at the time of ex- 
portation at the ‘^port” ^ whence shipped; for exports of foreign 
produce, the ^‘actual value” of such goods, which means in 
practice the value declared by the exporter, and probably in- 
cludes as a rule the accretion in value to the goods between 
arrival in Canada and reshipment from Canada abroad. 

Accuracy of the Statistics. — For the items W'hich they cover, 
with the exception of gold coin, the Canadian statistics of ex- 
ports and imports are probably as close to accuracy as is reason- 
ably to be expected of any comprehensive statistics. An ex- 
ceptionally efficient Customs Department collects with great care 
the data for both the import and export statistics, and no allow- 
ance need be made, with the exception noted, for inaccuracy in 
the published statistics. Until June 30, 1900, the statistics of 
exports were regarded by the Customs Department as inaccurate 
for shipments overland to the United States, and an addition of 
five per cent was made annually to the collected statistics of ex- 
ports to the United States, to cover unrecorded exports. In 1900, 
however, the Customs installed a new system of collection of 
export statistics for overland shipments, and abandoned as un- 

^ In tlie Final Report of the Dominions Royal Commission tMs question is en- 
lighteningly discussed, with special reference to Canada, and the conclusion reached 
that the c.i.f. method of computing import values would result in great inaccuracy 
if used in Canada, because of the great range in the ad valorem, proportions of , the 
freight charges of imports overland from the XJ. S. (Gt. Br. Pari. Papers, Cd. 7971 
P* 3:66). 

® Includes inland towns, and indicates merely the point of shipment. 
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necessary the allowance for unrecorded items. The defects in 
the statistics of imports and exports of gold coin are discussed 
later. 

Omissions and Inclusions, — A careful study of the commerce 
statistics of any country generally reveals some unusual omis- 
sion or inclusion in the items of commodity trade for which data 
are collected, the result of conditions peculiar to the trade of 
such country or due to some tradition or practice of long standing 
in the department which gathers or publishes the statistics.^ 

The most important aspect of the Canadian statistics requiring 
attention in this connection is the inclusion, in the recorded 
statistics, of imports and exports of settlers’ effects. As these 
move in or out of the country with the owner, they create no 
international obligations, and, in this sense of the term at least, 
are non-commercial in character. While the movement of set- 
tlers’ effects in or out of the country is a movement of capital, 
it differs from the ordinary import or export of capital in that it 
involves no payment of interest or repayment of principal to or 
from Canada as the case may be. The statistics of imports and 
exports of settlers’ effects are therefore to be deducted from the 
statistics of total imports and exports in the present study, whose 
purpose it is to ascertain the balance of Canadian indebtedness to 
other countries. 

Ships purchased by Canadian companies for use in the foreign 
trade and ships of British registry and construction imported for 
use in the coastwise or internal trade are not subject to duty in 
Canada, and no statistics of imports of such ships are collected. 
All, or practically all, the Canadian-owned ships engaged in the 
foreign trade and not constructed in Canada are of British origin. 
It may be assumed, therefore, that all the imports of ships for 
which no data are collected are of British ships. The annual 
statements of the trade of Great Britain record exports by desti- 
nation of new ships, but exports of old ships are not recorded. 
These are not unimportant. In one year, 1903, the Canadian 
Pacific Railway purchased for approximately $7,000,000 a fleet of 

^ In the British statistics, for instance, there are not included imports and ex- 
ports of precious stones, exports of old ships, and exports of bunker coal. 
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fifteen old vessels belonging to an English company.^ For new 
ships, the statistics of British exports to Canada during the pe- 
riod under study are added to the statistics of total imports into 
Canada. For old ships, correction has been made for the pur- 
chases abroad of the most important company, the data having 
been obtained by private correspondence. 

The statistics of imports include a few items which would de- 
mand some further investigation as to their significance for this 
study, if their amounts were not so small as to render them unim- 
portant, however disposed of. It may be well, however, at least 
to make mention of them. Prizes won in competition (import in 
the fiscal year 1914, $10,861) should be excluded as non-com- 
mercial, but their amount is insignificant, '^Articles ex-ware- 
housed for ships’ stores^’ (imports entered for consumption, 1914, 
$1,041,782) apparently represent goods generally dutiable but not 
subjected to duty because taken out of customs warehouses for 
use in vessels engaged in the foreign trade. These goods, how- 
ever, should properly be included in the statistics of exports as 
well as of imports, but no evidence can be found that such is the 
procedure. Several items consisting wholly or in part of adver- 
tising material are valued for purposes of duty and included in 
the import statistics. Much of this material is distributed in 
Canada free of charge for advertising purposes, and no offsetting 
payment is made. To the extent that this is the case, not only 
should the amount of the recorded imports be deducted from 
the total imports, but the amount of the duty collected should 
be reckoned as a payment to Canada from abroad. (The chief 
item of this character, consisting of advertising pamphlets, 
showcards, circulars, etc., amounted in the fiscal year 1914 to 
$830,841; duty thereon, $399,320.) Allowance for the goods 
ex-warehoused for use as ships’ stores will be made when freight 
charges are considered.- The remaining items are disregarded as 
unimportant. All the items here enumerated were in much 
greater amount in the fiscal year 1914 than in most preceding 
years. 

^ Canadian Annual Rmeu\ 1911, Appendix, p. 68. ^ P. 72, infra. 
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Fiscal Years vs. Calendar Years, — The Canadian commerce 
statistics are collected and issued primarily for a fiscal year dif- 
fering from the calendar year. This makes the commerce data 
inconvenient for purposes of comparison with other statistical 
data collected for calendar years. Moreover, during the period 
under investigation there was a change in fiscal years: the fiscal 
year ended on June 30 until 1906, and on March 31 after 1907, 
with an intercalary period of 9 months from July, 1906 to March, 
1907. The series of fiscal years from 1901 to 1914 inclusive 
therefore covers only 13 years and 9 months, instead of 14 years. 

TABLE II 

Unrecorded Imports and Exports op Gold Coin, 1900 to 1913 


In thousands of dollars 


Year 

I II III 

Gold coin held by Canadian banks 

IV 

i V VI 

Total gold coin in Canada 

Total 1 

Outside 
Canada 2 

In Canada 
(I ~ ID 

Gold held by 
receiver- 
general ® 

I 

Amount 
(III + IV) 

I 

Increase over 
preceding 
year ® 

1899 

9.SS4 

2,797 

6,787 

12,444 

19,231 


1900 

11,773 

3,475 

8,298 

14,931 

23,229 

3,998 

1901 

11,571 

5,330 

6,241 

16,224 

22,465 

764 

1902 

12,892 

6,324 

6,568 

21,266 

27,834 

5.369 

1903 

16,101 

S,86i 

10,240 

28,679 

38,919 

11,085 

1904 

17.617 

6,598 

11,019 

35,742 

46,761 

7,842 

190S 

19,649 

7,491 

12,158 

34,289 

46,447 

3 U 

xgc6 

23,752 

10,912 

12,840 

38,685 

51,525 

5,078 

igc7 

25,119 

9,079 

16,040 

39,685 

55,725 

4,200 

1908 

27,099 

11,374 

15,725 

61,674 

77,399 

21,674 

1909 

27,456 

12,765 

14.691 

69,525 

84,216 

6,817 

1910 

33,411 

11,998 

21,413 

74,566 

1 95,979 

11,763 

1911 

37,464 

13,703 

23.761 

100,408 

124,169 

28,190 

1912 

33.780 

14,798 

18,982 

103,854 

122,836 

1,333 

1913 

‘ 46,620 

19,478 

27,142 

115,153 

142,295 

19,459 

Total 






123,064 


1 Canaia GauUe, data as of December 31. $1,197,000 in Central Gold Reserves mcltided in 1913 
figures. 

* Not separately reported until 1913. For previous years, estimated to be 17 per cent of deposits 
outside of Canada, which was the average for the period July, 1913 to January, 1914, when th^e hold- 
ings were separately reported. Deposits outside Canada, from Canada Gazetk, as of December 31. 

® Canada Gazette, as of December 31. 
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To avoid these difficulties statistics of commerce for calendar 
years were sought. The Customs Department issues calendar 
year statistics of “imports entered for consumption” and of total 
exports, but neither monthly nor calendar year statistics are col- 
lected for “total imports” or for trade by countries. The dif- 
ference in amount between “total imports” and “imports for 
consumption” for the period under study never exceeds $25,000,- 
000 in any one year, and can be computed for fiscal years from 
the fiscal year statistics of total imports and of imports for con- 
sumption. The method followed in this study has been to use 

TABLE 11 

Uneecorded Imports and Exports op Gold Coin, 1900 to 1913 


In thousands of dollars 


Year 

vn 

Recorded 
imports of 
gold coin ^ 

VIII 

Gold coin 
minted in 
Canada ^ 

IX 

Total re- 
corded accre- 
tions of gold 
coin 

(VII + VIII) 

X 

Recorded 
exports of 
gold coin * 

XI 

Recorded net 
accretions or 
losses of gold 
coin 6 
(IX -X) 

XII 

Unrecorded 
imports or 
exports of 
gold com ^ 
(VI -XI) 

1900 

4,524 


4,524 

3,697 

827 

3 ,I 7 X 

1901 

4,882 


4,882 

2,367 

2,515 

3 y 27 Q 

1902 

5,968 


5,968 

290 

5,67s 

30Q 

1903 

6,741 

.... 

6,741 

310 

6,431 

4,654 

1904 

10,369 


10369 

2,330 

8,039 

igr 

1905 

7,128 


7,128 

1,366 

5,762 

6,016 

1906 

7,860 

1 

7,860 

15,360 

7,500 

12,578 

1907 

4,606 


4,606 

18,718 

14,112 

18,312 

1908 1 

8,943 

3 ^ 

8,946 

4,140 

4 ,So6 

16,868 

1909 

4,467 

79 i 

4,546 

1,420 

3,126 

3,691 

1910 ! 

7,260 

136 I 

7.396 

1,984 

5,412 

6,351 

1911 

20,438 

1,248 

21,686 

5,733 

15,953 

1 12,237 

1912 

7,496 

1,478 1 

8,974 

13,805 

4,^31 

3,498 


12,495 

1,909 1 

14,404 

12,561 

1,843 

17,616 

Total ..,. 1 

! 

113,177 

45853 

118,030 

84,081 

33,949 

89,115 


< I904“i9i3, calendar year statistics, compiled from Dept, of Ciistoms Unrevisei Monthly Stale* 
ments of Imports and Exports; 1900-1903, fiscal year statistics from Dept, of Trade and Commerce, 
Annual Reports, adjusted to calendar years partly on basis of hypothesis of equal monthly distribu- 
tion, partly on basis of incomplete monthly reports. 

6 Canada: Pm&I/c Accounts, 19x3, p. 3dv,for 1908-1912. By correspondence from Dept, of Mines 
for 1913. None minted before 190S. 

* Decreases in italics. 


Net export in italics. 
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calendar year statistics wherever available, supplementing them 
whenever necessary with the fiscal statistics adjusted to a calen- 
dar year basis, generally on the assumption of equal monthly 
distribution throughout the fiscal year. In most cases more 
detailed monthly statistics were available at the beginning and the 
end of the period under study, which made it possible to obtain 
accurate totals for the period as a whole, even though there was 
some error in the distribution among the individual years. 

Imports and Exports of Gold Coin. — The Canadian statistics 

TABLE III 


The Commodity Balance of Trade, 1900 to 1913 
In thousands of dollars 


Year 

1 Debits 

I 

Imports for 
consumption ' 

II 

Imports for 
re Export 2 

III 

Unrecorded 
imports of 
gold coin 3 i 

IV 

Unrecorded 
imports of 
British 
ships ^ 

V 

Settlers’ 
effects to be 
deducted » 

VI 

_ Total 
imports 

(l 4 "II“f" 

III + IV-V) 

1900 

180,665 

8,998 

3,171 


3,558 

189,276 

1901 

187,477 

9.329 



4,160 

192,646 

1902 

209,169 

8,452 


720 

5,511 

212,830 

1903 

! 252,421 

7,586 

4,654 

7,221 

6,600 

265,282 

1904 

256,639 

6,328 


781 

6,921 

256,827 

1905 

270,386 

4,417 


2,603 

8,169 

269,237 

1906 

320,477 

3,650 

12,578 

1,332 

8,477 

329,560 

1907 

372,82s 

10,112 

18,312 

1,225 

9,935 

392,539 

1908 

292,289 

11,753 

16,868 

128 

8,463 

312,575 

1909 

351,962 

14,902 

3,691 

941 

9,634 

361,862 

1910 

443,80s 

11,727 

6,351 

1,610 

13,122 

! 450,371 

1911 

524,851 

11,453 

12,237 

503 

14,876 

534,168 

1912 

645,547 

15,346 

3,498 

2,576 

15,735 

651,232 

1913 

673,241 

i 

17,016 

17,617 

2,264 

15,932 

694,205 

Total 

4,981,754 

141,069 

98,976 

, 21,904 

131,093 

5,112, 610 


Dept, of Customs, Unremsed Monthly Statements of Imports and Exports, December issues give 
revised returns for calendar years ending in December of previous year. 

® Dept, of Customs, Annual Trade and Navigaiion Returns Obtained for fiscal years by subtrac- 
tion of imports for consiunption from total imports. Adjusted to calendar year basis on hypothesis of 
equal monthly distribution in each fiscal year. s From Table II. 

United Kingdom: Annual Statements of Foreign and Colonial Trade, exports to Canada of new 
ships, British produce. Converted from sterling to dollars at £i ==$4.87. To these figures were added 
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of imports and exports of gold coin are admittedly imperfect/ 
and it is easy to demonstrate their shortcomings. Gold coin is 
used in Canada only as banking and currency reserves, and there 
is no, or practically no, gold in circulation as money. The total 
recorded excess of imports of gold coin over exports from Jan- 
uary 1,1900, to December 31, 1913, amounted to only $29,096,000, 
During the same period the gold reserves of the government and 
the banks increased by $123,064,000, of which only $4,853,000 

^ Cf. Cost of Limng Report, vol. ii, pp, 848, 849. 


TABLE III 


The Commodity Balance or Trade, 1900 to 1913 

In thousands of dollars 


Year 

Credits j 

Balances 

VII 
“Total 
exports” 1 

VIII 

Unrecorded 
exports of 
gold coin ® 

IX 

Settlers’ 
effects to be 
deducted - 

X 

Total exports 
(VII + VIII 
-DC) 

XI 

Debit 
(VI - X) 

XII 

Credit 
(X - VI) 

1900 

186,129 


1,189 

184,940 

4,336 


1901 

203,292 

3,279 

1,402 

205,169 


12,523 

1902 

217,083 

309 

1,492 

215,900 


3,070 

1903 

228,153 


L 354 

226,799 

38,483 


1904 

199,241 

197 

1,379 

198,059 

58,768 


1905 

224,624 

6,076 

1,602 

229,098 

40,139 


1906 

269,478 


1,741 

267,737 

61,823 


1907 

273,325 


1,999 

271,326 

121,213 


1908 

270,005 


1,948 

268,057 

44,518 


1909 

290,962 


2,293 

288,669 

73,193 


1910 

298,830 


2,202 

296,648 

153,723 


1911 

303.763 


2,152 

301,611 

232,557 


1912 

378,094 


2,370 

375p724 

275,508 


1913 

474,414 


3,013 

471,401 

\ 222,804 


Total. . . . 

3,817,413 

9,861 

! 26,136 

I 

3,801,138 

1,327,06s 

15,593 


the difierence between (i) the purchases of British ships, new and old, by a Canadian company which 
supplied the information to the writer, and (2) the British exports of new ships to Canada, in every 
year for which the former were in excess of the latter. 

6 Dept, of Customs, Amud Trade and Navigaiion Returns, for fiscal years. Adjusted to calendar 
year basis on hypothesis of equal monthly distribution in each fiscal year. Monthly returns of Dept, 
of Customs also used in obtaining figures for imports for calendar years ipoo and 1913. 
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was minted in Canada. The remainder, $118,211,000, mnst 
therefore have been obtained by importation from abroad. The 
excess of this amount over the recorded net import of gold — 
$89,115,000 — should measure, therefore, the unrecorded gold 
imports. 

There are, however, two possible sources of error in this cab 
culation. (i) It has been stated above that there is no gold in 
circulation in Canada. This is essentially true, but some of the 
gold coin minted in Canada passed into the hands of private 
persons in Canada and elsewhere as parts of coin collections, and 
did not enter into the monetary gold reserves of Canada. The 
amount of gold coin remaining in Canada out of monetary use 
should be added to the amount of unrecorded imports of gold, 
since the calculation made above assumed that all gold coin 
minted in Canada was added to the monetary gold stocks. Avail- 
able data indicate that less than $2,000,000 of Canadian gold 
coin remained outside of Canadian gold reserves. (2) Specie 
held by the banks, assumed in the above calculation to consist 
wholly of gold coin, includes all coin held by the banks, including 
subsidiary silver and bronze coins. The banks do not report 
the proportions in which this specie consists of gold and other 
coins. It is known that the bulk of the specie held by the banks 
consists of gold, and in May, 1913, the Canadian Minister of 
Finance stated in the House of Commons that it was probable’’ 
that of the $39,000,000 specie reported as held by the banks, 
only two to three millions were in Canadian silver currency.^ 
This appears to be a reasonable estimate. The total issue of 
Canadian silver and bronze coin from 1858 to 1914 amounted 
only to approximately $20,000,000,® of which some must have 
disappeared, and the bulk of the remainder must have been in 
general circulation. It will be assumed that the amount of in- 
crease in specie holdings by the banks from 1900 to 1913 which is 
to be accounted for by increased holdings of subsidiary coin is 
offset by the amount of Canadian gold coin which did not enter 
into the reserves. 


1 Toronto Monetary Times, May 24, 1913, 

2 Canada: Public Accounts, 1914, p. xviii. 
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The Commodity Balance of Trade. — Tables II aad HI present 
the estimates reached for unrecorded imports of gold coin and 
for the commodity balance of trade, respectively. 
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DATA OF CHART I 

Total Impokts into Canada and Total Exports from Canada, 1868-1914^ 


In millions of dollars 


Fiscal 

Total 

Total 

Fiscal 

Total 

Total 

Year 

Imports 

Exports 

Year 

Imports 

Exports 

1868 

73 

S8 

1891 

120 

98 

1869 

70 

60 

1892 

127 

II4 

0 

DO 

H 

75 

74 

1893 

129 

I19 

1871 

96 

74 

1894 

123 

118 

1872 

III 

83 

189s 

III 

II4 

1873 

128 

90 

1896 

iiS 

121 

1874 

128 

89 

00 

H 

119 

138 

1875 

. 123 

78 

1898 

140 

164 

1876 

93 

81 

1899 

163 

159 

1877 

99 

76 

1900 

190 

192 

1878 

93 

79 

1901 

190 

196 

1879 

82 

71 

1902 

212 

212 

1880 

86 

88 

1903 

241 

226 

1881 

105 

98 

1904 

259 

214 

1882 

119 

102 

1905 

267 

203 

1883 

132 

98 

1906 

294 

257 

1884 

116 

91 

1907 2 

260 

205 

1885 

109 

89 

1908 

371 

280 

1886 

104 

8S 

1909 

310 

262 

1887 

113 

90 

1910 

392 

301 

1888 

III 

90 

I9II 

472 

297 

1889 

IIS 

89 

1912 

559 

31S 

1890 

122 

97 

1913 

692 

393 




1914 

651 

479 


1 Canada Year Booh , 1013, pp. 227, 228. 2 Nine months only. 


The results tabulated above show that, in so far as the com- 
modity balance of trade was concerned, there was approximate 
equilibrium between debit and credit obligations from 1900 to 
1903, and that only with the year 1904 did there appear a marked 
debit balance against Canada. The debit balance persisted 
throughout the remainder of the period under study, and showed 
an almost constant tendency to increase from year to year. 
Comparison with Earlier Period, — A study of only the com- 
modity items in the mternational transactions of Canada provides 
an inadequate basis for definite conclusions, but it is of interest 
to compare the situation from 1900 to 1913 with the situation 
existing during the three preceding decades. Chart I presents 
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the imports and exports as given in the official returns, for the 
fiscal years from 1868, the first fiscal year of Confederation, to 
1914, the last fiscal year before the outbreak of the Great War. 
The data presented in this chart, it should be noted, are the 
statistics as they appear in the official returns, without correction 
for unwarranted omissions or inclusions. 

With the exception of the single year 1880, there was through- 
out the period from 1868 to 1894 an excess of imports over ex- 
ports, substantial and, if averages for five-year periods are taken, 
fairly constant in amount. As there is no reason to suppose that 
the excess of imports during this period is to be e3q)lained by a 
balance of indebtedness in favor of Canada arising out of the 
transactions in international commerce which escape measure- 
ment at the frontier, the so-called invisible items, the chart in- 
dicates that the period from 1868 to 1894 was marked by a steady 
flow of foreign capital into Canada, and this is borne out by what 
is generally known of the economic history of the period. The 
greatest excess of imports over exports occurred during the years 
1871 to 1875. These were years of industrial growth and of ex- 
tensive undertakings in capital investment in Canada. In these 
years the building of the Intercolonial Railway was in active 
progress, the Canadian Pacific Railway was begun, and there was 
considerable expansion in manufacturing and in large-scale 
lumbering operations. Most of the capital necessary for these 
enterprises was borrowed from abroad, especially Great Britain. 
During these five years the excess of imports over exports totaled 
$171,000,000.^ 

The period from 1876 to 1890 was marked by a less spectacular 
but steady growth of business enterprise in Canada, and the ex- 
cess of imports over exports shown in the chart for these years 
is probably roughly representative of the inward flow of capital. 

The years from 1892 to 1895 were years of acute financial and 
industrial depression in Canada, brought on mainly by the col- 
lapse of a real-estate boom, a succession of crop failures, and a 
decline in business activity in sympathy with the disturbed 

^ For an outline of the economic history of Canada during this period, see 
R. M. Breckinridge, The History of the Canadian Banking Systemj pp. 264-372. 
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economic conditions then prevalent in the United States. The 
annual excess of imports over exports declined steadily from 
1889 on, and in 1895, for the first time, with one exception, since 
Confederation, the trade statistics showed an excess of exports 
over imports, an indication that a check had occurred to the 
inward flow of capital from abroad. 

The years from 1896 to 1901 were years of slow but gradual 
recovery from the antecedent period of depression, and the excess 
of exports over imports during this period indicates that the 
flow of new capital into Canada from abroad was overbalanced 
by the liquidation of old indebtedness to other countries and by 
interest payments on old investments. 

The period after 1901 was marked once more by industrial 
expansion, speculation, and a great increase in public works and 
improvements, railroad building, and other investment enter- 
prises, a movement which continued in ever-growing volume, 
except for a temporary set-back resulting from the disturbance 
in the world’s money markets in 1907, until shortly before the 
outbreak of the World War. A comparison of the movement of 
the balance of indebtedness with the conditions governing capi- 
tal investment in Canada during this later period is postponed 
until the figures for the commodity balance of trade are supple- 
mented by an analysis of the other items in the international 
balance of indebtedness. It is to be noted, however, that, while 
the excess of imports over exports during the decade preceding 
the war had its counterpart in the earlier period from 1870 to 
1894, the excess of imports during the later period marked a 
reversal of conditions from the excess of exports in the eight 
years immediately preceding. Moreover, in the period after 
1903, as compared with the period from 1870 to 1894, the excess 
of imports was much greater in amount and was an excess over 
a much greater volume of exports. 



CHAPTER III 


NON-COlVfMERCIAL ITEMS IN THE INTERNATIONAL 
BALANCE OF INDEBTEDNESS 

Introductory 

Under the heading of non-commercial items are grouped those 
transactions which consist, in their international aspect, of the 
movement of goods into or out of Canada, which does not involve 
an offsetting movement in the opposite direction because no pay- 
ments have to be made for such shipments. Remittances by 
aliens in Canada to their relatives in the home country and by 
Canadians abroad to their relatives at home, and settlers’ effects 
and monetary capital brought in by immigrants and taken out 
by emigrants, are the important transactions in this class. 

Non-commercial remittances by aliens in Canada to friends 
abroad are made immediately by sending money orders or other 
financial documents. Funds must be provided in the foreign 
country for the cashing of these documents, and the two main 
methods whereby this is accomplished are the export of goods 
for sale in that country or a reduction in the amount of the 
goods which would otherwise have been imported from that 
country. Non-commercial transactions involving payments by 
Canadians to persons abroad affect the commodity balance of 
trade, therefore, in either or both of two ways: they increase 
the exports, or they decrease the imports. In either case they 
tend to bring about an excess of exports over imports. Per con- 
tra, non-commercial transactions involving payments to Canada 
from abroad increase the imports or decrease the exports, and in 
either case tend to bring about an excess of imports over exports. 

Settlers’ effects, that is, the personal property other than money 
of migrants and moving with them, differ in some important 
respects from the other non-commercial items. They are sepa- 
rately and immediately recorded in the official statistics of ex- 
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ports and imports as settlers’ effects; because money is not used 
in any stage of the transactionj they do not require the use of 
financial documents to mediate their transfer from one country 
to another; and they invariably represent additions to the re- 
corded imports and exports. They have already been considered 
in connection with the discussion of the commodity balance of 
trade, and the existence of official statistics, not necessarily of 
their true volume but of the extent to which they have been per- 
mitted to affect the recorded statistics of imports and exports, 
made it a simple matter to account for them.^ Imports of ad- 
vertising ma;terial not sold for a price resemble settlers’ effects 
in these respects, but are too small in amount to demand special 
consideration.^ 

There is, unfortunately, but little statistical information bear- 
ing directly on the other items here to be considered, and resort 
must be had in these cases to estimates of a very rough sort. But 
for the main purpose of this study the variations in the balance 
of indebtedness from year to year are of much greater importance 
than the absolute amount of balance for any year or series of 
years. The method mainly followed here, in reaching estimates 
for “invisible” items in the balance, consists of the resort to 
official annual statistics for data as closely related as possible to 
the actual transactions whose value measurement is sought, and 
the building up from these data of estimates of the volume of 
such transactions for the corresponding years. This procedure 
perhaps has little advantage over the method usually followed 
in like circumstances, of estimating the volume of transactions 
in round numbers for the entire period, in so far as reaching 
totals for the period are concerned. It has the distinct advantage 
for the purpose of this study, however, that it gives a reasonable 
degree of assurance that the trend from year to year in the volume 
of the transactions has been indicated with approximate accu- 
racy. Use is made also of all available means of checking up on 
the estimates reached, including comparison with similar esti- 
mates made by other writers for Canada and for other countries. 
But the main defense against possible criticism of the statistical 

^ See supa^ p. 28, and Table IH. 2 See supa, p. 29. 
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methods used must rest on the impossibility of obtaining more 
certain results and on modesty of claims for such results as are 
obtained. 

Immigrants’ Capital 

An estimate for the amount of capital brought in by immi- 
grants, not including settlers’ effects, will be reached by estimat- 
ing the per capita amount of capital brought in by each class of 
immigrant and multiplying by the number of immigrants in such 
class. 

Capital per Capita of Immigrants from the United States. — 
Immigrants into Canada from the United States bring with 
them considerable amounts of capital. Many of these immigrants 
are farmers who sell their farms in the United States and bring 
the proceeds of such sales, together wdth some of their live-stock 
and implements, to Canada, where they take up free homesteads 
or buy cheaper land than was available at home. For the calen- 
dar years 1906 to 1912, official figures of the total value of effects 
and cash brought in by immigrants from the United States were 
issued as follows: 


TABLE IV 

Immigration Bureau Estimates of Capitae brought in by American 
Immigrants, 1906 to 1912 ^ 


Number of Efiects and casii Total value 

Calendar immigrants from per capita value thousands of 

year the United States dollars dollars 

1906 63,782 809 51,600 

1907 56,687 885 50,168 

190S 57,124 1,152 65,807 

1909 90)996 81 1 73,798 

1910 124,602 i,c6i 132,203 

1911 • •• 131,114 1,539 201,784 

1912 140,143 1,444 202,366 


1 Canada Year Books, loit, p. 398, and 1912, p. 44. 


The figures given above were issued by the Superintendent of 
Immigration, and are presumably to be regarded as estimates 
based upon actual data collected by Canadian iimnigratioii 
officials from immigrants. They include, it will be noted, both 
effects and cash. To the extent that the effects were recorded as 
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imports, they have already been dealt with. But the import 
statistics of “settlers’ effects” are collected by the Department 
of Customs, and not by the Immigration Department. Settlers’ 
effects are free of duty; they are mainly old articles, not accom- 
panied by invoices to aid the customs officials in their valuation; 
and their accurate valuation, owing to their non-commercial 
character, is of slight importance. The recorded statistics of im- 
ports of settlers’ effects are, therefore, probably underestimates.^ 
The value of settlers’ effects which escapes official record does 
not concern us here, since it does not affect the recorded balance 
of trade. But because of the possible discrepancy between the 
valuations of settlers’ effects by the Department of Customs and 
the Immigration officials, it is not permissible to take the Immi- 
gration Branch’s figures given above, less the amount of settlers’ 
effects recorded by the Department of Customs, as measuring 
the amount of cash brought in by immigrants from the United 
States. 

But even if very generous allowance be made for the value of 
effects, the Immigration Branch’s figures for cash brought in 
are unquestionably great overestimates. As Dr. Bonar points out, 
the total imports from the United States do not greatly exceed 
the estimates of the Immigration Branch for cash and effects 
brought in by immigrants from the United States.^ The litera- 

^ Cf . James Bonar, Canada’s Balance of Trade,” Proceedings of Canadian Politi- 
cal Science Association^ 1913, P- S 8 : “This [the value of imports of settlers’ effects 
from the United States as recorded in the official import statistics] is a modest 
figure. . . . Through the courtesy of the Superintendent of Immigration I learn 
that it is furnished by the Department of Customs, and, as a great part of settlers’ 
effects is not subject to duty, the full value would not be shown.” There is an un- 
warranted implication here that statistics of imports of non-dutiable goods are 
necessarily unreliable. 

2 Ihid.j p. 89, in reference to the statistics for 1911: “With every allowance for 
the difference between a calendar and a fiscal year, the figure seems very high. The 
value of all the imports from the United States in the ordinary way of trade would 
be about 277 millions; and we are asked to believe that the said 130,000 settlers 
brought wealth to nearly three-quarters of that amount, about 202 out of about 
285 minus [the recorded imports of settlers’ effects] about 8 millions. ... In 
absence of the data on which this estimate is founded, we can place much less con- 
fidence in it than in the recorded value of the effects; and the authorities have done 
well to exclude it from the records of imports.” Cf. also Professor Stephen Leacock, 
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ture issued by the Immigration Branch gives evidence of the 
influence of a “boom” psychology, and little confidence can be 
placed in statistical data presented by it which are not collected 
according to routine methods prescribed by statute. 

F. W. Field estimates on the basis of the kind of evidence sub- 
mitted by immigration officials that the value of effects brought 
in by settler immigrants from the United States is $350 per capita, 
and of cash is $500.^ Coats accepts Field’s estimate and applies 
it to all immigrants from the United States.^ There is ground for 
belief that even this estimate is not conservative enough. Not all 
the immigrants from the United States to Canada are prosperous 
farmers. Farm laborers and their families and the families of 
farmers are all included in the Canadian official statistics of im- 
migrants, according to occupation, under the heading “farmers 
and farm laborers,” and less than one half of the total immigra- 
tion from the United States is in this class. Many of the Ameri- 
can immigrants who take out homesteads or buy farms in Canada 
are sons of American farmers, whose capital is borrowed from 

“The Canadian Balance of Trade,” Journal of Canadian Bankers^ Association, 
vol. xxii (April, 1915), p. 173: “The average figure of $1000 per person seems ex- 
tremely high.” 

^ Capital Investments in Canada (1913 ed.), p. 181. 

^ Cost of Living Report, vol. ii, p. 902. The Canadian Minister of Finance, the 
Honorable W. I. White, in his Budget Speech of May 12, 1913, made the following 
reference to capital brought in by immigrants from the United States; “From 
compilations carefully made by the Department of the Interior [the Immigration 
Branch is a division of this Department] it has been conservatively estimated that 
the class of immigration we receive from the United States, that is to say of farmers 
who have sold out their holdings in the States, and have taken up land in western 
Canada, brings with it capital (including settlers* effects) to the amount of over 
$1,000 per head or say $5,000 per family of five persons. The total number of 
such immigrants for the calendar year 1912 was 140,143. Applying the rate above 
mentioned per head the amount of capital and effects accompanying this immigra- 
tion would reach a total exceeding $140,000,000, in value. When considering the 
excess of imports from the United States over our exports to the United States this 
large influx of capital to be productively employed in our agriculture must, as I 
have pointed out previously, not be overlooked.” It should be noted that the De- 
partment of the Interior thus stands sponsor for two markedly different estimates 
of the per capita wealth brought in by immigrants from the United States, namely, 
$1441, as given in Table IV, and $1000, as reported here by Mr. W^hite. Mr. White, 
like Mr. Coats, assumes also that ah of the immigrants from the United States 
are well-to-do farmers. 
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their fathers in the United States, and is repaid after a few success- 
ful crops. The remaining immigrants from the United States 
consist almost wholly of general laborers, mechanics, miners, and 
domestic servants, persons with but small capital who come to 
Canada in search of employment. Estimates of $500 per capita 
for farmers and farm laborers and $100 per capita for other 
immigrants from the United States are probably generous enough, 
and will be used here. 

Capital per Capita of Immigrants from Other Countries. — The 
Canadian immigration statistics for arrivals by ocean ports cover 
only those who travel steerage, and immigrants who travel on 
first-class tickets are not included. The Immigration Branch pub- 
lishes statistics for saloon passengers arriving at ocean ports, 
which give data of total saloon passengers, returned Canadians, 
and tourists. Statistics of saloon immigrants can be obtained by 
subtracting the figures for the two last-named classes from the 
total figures. Coats ^ estimates that Continental European im- 
migrants bring on the average $25 each, and, following F. W. 
Field, that British immigrants bring on the average $100 each. 
He bases the higher estimate for British immigrants on the ground 
that many of the British immigrants are agricultural, and bring 
sufficient capital to settle in the west. Paish ^ estimated at $50 
the average sum brought into the United States by immigrants. 
As in the United States a much greater percentage of the immi- 
gration comes from eastern and south-eastern Europe, a class 
of immigrants who bring little money, his estimate may be re- 
garded as in reasonable agreement with the ones here made for 
Canada. The estimate of I25 per capita for steerage immigrants 
from Continental Europe will be used here. For saloon immi- 
grants, who come almost wholly from Great Britain, $500 per 
capita is estimated, and for steerage immigrants from Great 
Britain, $50. 

Canada levies a head tax on Chinese immigrants, other than 
merchants and students, upon their entrance into Canada. The 

^ Cost of Living Report, vol. ii, p. 902. 

® Sir George Paisli, The Trade Balance of the United States (U. S. National 
Monetary Conmiission), 1910, p, 182. 
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receipts from this tax during the period under study amounted 
to $13,000,000/ and Coats includes this sum in his estimate of 
the capital brought in by immigrants/ After 1904 the tax 
amounted to $500 per capita. As Chinese immigrants of the class 
subject to the tax are not financially in a position to meet so 
severe a demand, there can be no doubt that the tax is paid for 
immigrants wholly or almost wholly by Chinese already in 
Canada. The proceeds from this tax are therefore not included in 
the present calculation of the amount brought in by immigrants. 

Capital brought into Canada by Immigrants, — Table V, on 
pages 46 and 47, presents the estimated amoui)ts of capital 
brought into Canada by immigrants. 

Capital taken out oe Canada by Emigrants 

No statistics of emigration are published by Canada. As some 
knowledge of the amount of emigration is necessary for an esti- 
mate of the amount of capital taken out by emigrants, resort 
must be had to rough estimates based on the statistics of immi- 
gration from Canada published by other countries, on census 
statistics, and on other relevant data. 

Emigration from Canada to the United States, of Natives of the 
United States, — From June i, 1901, to June i, 1911, there was, 
according to the Canadian census returns, an increase amount- 
ing to 175,781 in the number of persons in Canada who were 
born in the United States.^ The Canadian immigration statistics 
are collected on the basis of the countries from which immigrants 
come, and not on the basis of nativity. For the period from June 
30, 1909, to June 30, 1914, there are available, ho'wever, statistics 
for the number of immigrants into Canada from the United States 
who were citizens of the United States. Included among citizens 
of the United States would be naturalized aliens, including per- 
sons of Canadian birth, but the last-named are not included as 
immigrants in the Canadian returns. The census reports of the 
United States give the foreign-bom population of the United 

^ Cmaia Year Book, 1913, p. iii. 

® Cosl of Living Report, vol. ii, p. 903. 

^ Canada Year Book, 1913, p, 73: 127,899 in 1901, 303,680 in 1911, 
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States as 13.6 per cent of the total population in 1900, and 14.7 
per cent of the total population in 1910.^ Allowance being made 
for returned Canadians who had been naturalized in the United 
States and for the smaller proportion of foreign-born to total 
citizens than of foreign-born to total population, — due to the fact 
that practically all natives, but only a fraction of the foreign- 
born, are citizens, — it is estimated that 10 per cent of the immi- 
gration into Canada of citizens of the United States other than 
returning Canadians consisted of United States naturalized aliens. 

Of the total number of immigrants into Canada from the United 
States during 4 :he period from July i, 1909, to June 30, 1914, 
amounting to 510,799, 78.2 per cent, or 399,533, were citizens of 

^ U . S . Statistical Abstract j 1914, p. 45. 

TABLE V 


Capital brought into Canada by Immigrants, 1900 to 19x3 




From the United States 





Farmers and farm laborers 

Others 

■saloon iiuxnigraars 

Year 


Capital ($500 


Capital ($100 


Capital ($500 


Number 1 

each) thau' 
sands of 
dollars 

Number 1 

each) thou- 
sands of 
dollars 

Number 2 

each) thou- 
sands of 
dollars 

1900 

8,176 

4,088 

12,257 

1,226 

2,337 

1,268 

1901 

9,70s 

4,832 

12,482 

1,248 

3,338 

1,669 

X902 

22,455 

11,227 

15,475 

1,547 

3,660 

1,830 

1903 

24,105 

12,052 

23,216 

2,322 

4,397 

2,198 

X904 

20,175 

10,087 

24,181 

2,418 

4,4x4 

2,207 

1905 

32,73s 

16,367 

X 7,933 

x ,793 

4,882 

2,441 

1906 

40,802 

20,401 

11,199 

1,120 

3,977 

2,988 

1907 

42,385 

21,192 

12,976 

1,298 

7,436 

3,718 

1908 

42,976 

21,488 

16,501 

1,650 

3,164 

2,582 

1909 

38,085 

29,042 

34,720 

3,472 

4,174 

2,087 

1910 

63,344 

3 X ,772 

53,494 

5,349 

3,311 

1,655 

1911 

60,588 

30,294 

70,477 

7,048 

3,71s 

1,857 

19x2 

48,724 

24,362 

; 89,099 

8,910 

3,326 

1,763 

X 9 X 3 

42,855 

21,427 

82,438 

8,244 

3,614 

1,807 

Total, . . . 


258,651 


47,64s 


30,070 


i Immigraiion Facts and Figures, igii aad 1920 editions. Adjusted to calendar year basis from 
fiscal year statistics on hypothesis of equal monthly distribution. 

« Immigratiim Fads and Figures, 1911, and Annual Reports of Immigration Branch, Department of 
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the United States.^ Deduction of 10 per cent from this amount 
leaves 70.4 per cent. This will be used as an estimate of the per- 
centage of the total immigration from the United States into 
Canada for the period under study which consisted of native- 
born Americans, From June i, 1901 to June i, 1911, the total 

^ Data obtained from Canadian official sources by United States Commissioner 
of Immigration for Canada, given in Annual Reports of United States Commissioner 
of Immigration, 1911, p. 158; 1913, p. 170; and 1914, p. 212. W. W. Husband, 
Secretary of the United States Immigration Commission, stated that about two 
thirds of the emigrants to Canada from the United States were American citizens, 
the remainder being almost entirely Canadian citizens and aliens of European 
birth who had resided for a time in the United States {American Economic Renew, 
Supplement, March, 1912, p. 79). The apparent discrepancy is explained by the 
fact that returned Canadians are not classed as immigrants in the Canadian re- 
turns. 


TABLE V 


Capital brought into Canada by Immigrants, 1900 to 1913 


Year 

Steerage Immigrants | 

Total capital 
brought by 
immigrants; 
thousands of 
dollars 

From Great Britain 

From Other Countries 

Number 1 

Capital ($50 
each) thousands 
of dollars 

Number ^ ; 

Capita! (S25 
each) thousands 
of dollars 

1900 

11,046 

552 

19,887 

497 

7,631 

1901 

14,534 

727 

21,542 

53S 

9,034 

1902 

29,525 

1,476 

30,415 

760 

16,840 

1903 

46,083 

2,304 

35,942 

8qS 

19,774 

1904 

57,866 

2,893 

36,07s 

902 

18,507 

1905 

76,077 

3,804 

40,918 

1,023 

25,428 

1906 

80,592 

4,030 

45,048 

1,126 

[ 29,665 

1907 

108,732 

S ,437 

74.388 

i,S6o 

’ 33,505 

1908 

69,720 

3,486 

46,626 

1,166 

i 30,372 

1909 

58,066 ' 

2,903 

42,447 1 

1,061 

1 38,565 

1910 

107,206 

5,360 

61,266 

1,532 

j 45,668 

1911 

134,343 

6,717 

78,458 

1,961 

' 47,877 

1912 

147,435 

7,372 

105,261 

2,631 

1 45,038 

1913 

171,310 

8,565 

154,494 

3,862 

43,905 

Total 


53,626 


19,817 

411,809 

! 


the Interior; Total Saloon Passengers minus Returned Canadians minus Tourists. Figures for 1909 
and 1910 estimated from iacompletc data. Adjusted to calendar year basis from fiscal year statistics 
on hypothesis of equal monthly distribution. 
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immigration from the United States into Canada amounted to 
633,190. Of this total, 445,765, or 70.4 per cent, is estimated as 
the immigration of native-born Americans, Subtraction from 
this amount of the amount of the increase in the same period in 
the number of natives of the United States in Canada, 175,781, 
leaves 269,984 as the number of natives of the United States who 
during this period returned to theUnited States or died in Canada. 

No vital statistics are published for Canada as a whole, and the 
statistics published by the provinces are not free from criticism. 
By taking the death-rates of 1911 for eight provinces^ and 
weighting them in proportion to their population in the same 
year, 13.9 per thousand is obtained as an estimated death-rate 
for Canada.^ In calculating the number of deaths of Americans 
in Canada during the period, allowance is made for the following 
factors: the probability that the death-rate is higher for persons 
in Canada born in other countries than for natives of Canada; ® 
for those who migrated to Canada during the period under con- 
sideration, the length of time which elapsed between their admis- 
sion into Canada and the final date of the period, June i, 1911; 
departures from Canada of natives of the United States between 
June 1, 1901 and June i, 1911. 

It is estimated on the basis of the available data covering these 
factors that the deaths in Canada amounted to 16 per thousand 
for 10 years for the natives of the United States already in Canada 
on June i, 1901, before allowance for departures, and 13.9 per 
thousand, the Canadian rate, after allowance is made for those 
who returned to the United States.^ For natives of the United 

^ New Brunswick is excluded, because of inadequate statistics. The recorded 
death-rate of Saskatchewan in 1911 was only 5.54 per thousand as compared with 
death-rates in the same year in the neighboring provinces of 12.03 for Manitoba 
and 9.69 for Alberta. The mean between these two rates, 10.86, is taken as the 
death-rate for Saskatchewan instead of the recorded death-rate. 

2 The calculation is made from data given in Canada Year Book, 1913, pp. 51, 
100, lOI. 

® The death-rate advances, of course, with the aveiage age, once the infancy 
period is passed. Adults preponderate among immigrants; moreover, the chil- 
dren of natives of the United States bom in Canada would be classed as natives 
of Canada. 

^ The bulk of the departures probably consist of recent arrivals who do not 
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States who entered Canada between 1901 and 191 1 it is estimated, 
after allowance for those who returned to the United States, 
that the average stay in Canada up to June i, 191 1, was 2| years.^ 
It is assumed that the Canadian death-rate applies to the last- 
named group. This gives an estimate of 33,470 for the total 
deaths in Canada of natives of the United States between June i, 
1901, and June i, 1911.^ Subtraction of the number of deaths 
from 269,984, the number of natives of the United States who 
either left Canada or died in Canada, leaves 236,514 as the emi- 
gration from Canada of natives of the United States between 
June I, 1901, and June i, 1911. 

From the period beginning with July i, 1909, there are avail- 
able official United States statistics of United States citizens 
returned to the United States from Canada after having settled 
in Canada.^ 

These are as follows: 

Year ending June 30 Number 

1910 .... 22,832 

1911 3i»432 

1912 3 S» 3 I 7 

1913 54,497 

1914 44,013 

If, as was probable, the departures from Canada of natives of 

the United States were preponderantly in the later years of the 
period 1901 to 1911, these statistics, including, as they do, 
naturalized aliens, are lower for 1910 than those indicated by the 
estimates made here.^ Some natives of the United States, how- 
ever, may leave Canada for countries other than the United 
States. Moreover, 1910 was the first year in which such statistics 
were collected, and it takes some time before the organization 

find conditions to tlieir liking, and not of those who have been resident in Canada 
for a long period. 

^ The Canadian statistics of immigration would show an average slay up to 
June, 1911, of approximately 3 years if none died or returned to the United States 
before June i, 1911. 

s (127,899 X 0.0139 X 10) + (45I7564 X 0.0139 X 2I) = 33,47«>* 

® Reports of U. S, Commissioner of Immigration for Canada in United States. 
Commissioner of Immigration, Annual Reparis, 19x0, 1912, 1914. 

^ See Table VTII, p. 57, infra. 
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for the collection of a new set of statistics can be developed to 
function efficiently, especially where, among the difficulties to 
overcome, are a 3000 mile border and the reluctance of United 
States citizens to submit to cross-examination where it can be 
avoided without adverse effects.^ The figures given for the 
years subsequent to 1910 in general are confirmatory of the pres- 
ent estimate. 

Emigration of Persons of British Nativity. To Great Britain. — 
Great Britain published statistics for the period under study giv- 
ing the numbers of persons of British, including colonial, nation- 
ality who entered the United Kingdom from Canada and who 
departed from the United Kingdom for Canada. The aggregate 
arrivals and departures of British tourists visiting Canada and 
of Canadian tourists visiting Great Britain should approximately 
balance each other in a series of years, and the recorded immi- 
gration into Canada from Great Britain minus the excess of 
British departures for Canada over the arrivals in Great Britain 
from Canada should closely represent the emigration from 
Canada to Great Britain. Since April i, 1912, Great Britain has 
collected immigration statistics, and for the period of this study 
covered by these statistics a check of the present calculation is 
possible. 

The total immigration into Canada from the United Kingdom 
from January i, 1900, to December 31, 1913, of persons traveling 
steerage was 1,113,188. In the four years for which statistics of 
arrivals of saloon passengers by country of origin are available, 
passengers from Great Britain averaged 80 per cent of the total. 
Assuming that this percentage held true throughout the period 

^ Cf . XJ. S. Commissioner of Immigration for Canada, quoted in Report of XJ. S. 
Commissioner-General of Immigration, 1910, p. 140: “The year also witnessed 
considerable growth in the number of U. S. citizens who were returning to their 
former homes after previous residence in Canada, reports already submitted to the 
Bureau showing the total number to be, 22,832. It is my judgment, however, that 
said number does not show even approximately the actual number of citizens re- 
turning to the XJ. S. from Canada. As such passengers are immune from the opera- 
tions of our immigration laws and regulations, they are especially resentful of any 
attempt at examination on the part of our ofi&cers, and the number of returning 
citizens reported represents only those who have manifested willingness to answer 
such questions as would establish the place of immediate previous residence.’^ 
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for the proportion of saloon immigrants who came from Great 
Britain, the total saloon immigration from Great Britain for the 
period amounted to 48,167. This makes the total immigration 
from Great Britain for the period 1,161,310. The total excess 
of departures for Canada from Great Britain of persons of British 
nationality, over similar arrivals in Great Britain from Canada, 
amounted for the period to 1,003,591. Subtraction of this 
amount from the total given above for immigration into Canada 
from Great Britain leaves 157,719 as the total emigration from 
Canada to Great Britain during the years from 1900 to 1913. 
This total is distributed among the different years on the assump- 
tion that the emigrants from Canada were in each year the same 
percentage of the total arrivals in Great Britain from Canada, 
giving the results presented in the table which follows below: 

TABLE VI 

Emigrv^tion from Canada to Great Britain, 1900 to 1913 

Arrivals in the 

United Kingdom from Emigrants from 


Year Canada of persons of Canada to the 

British nationality ^ United Kingdom ■ 

1900 10,640 3,937 

1901 8,636 3,196 

1902 11,563 4,279 

1903 13,786 5,101 

1904 18,397 6,807 

1905 19,934 7 , 37<5 

1906 23,596 8,731 

1907 33 , <591 12,467 

1908 39,S66 14,752 

1909 33,509 12,400 

1910 41,309 15,286 

1911 50,09s 1 8,537 

1912 52,586 19,458 

1913 68,622 25,392 


Total 157 , 7^9 


J SiaiisHcal Ahsiracis for the. United Kingdom. 

2 The figures in this column are 37 per cent of the figures for corresponding years in the pre- 
ceding column, which is the percentage of emigrants from Canada of the total arrivals in the United 
Kingdom from Canada for the entire period. 
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The present calculation shows an emigration from Canada to 
Great Britain in the two years 1912 and 1913 amounting to 
44,850. The British statistics for immigration, collected since 
April, 1912, show a total immigration into Great Britain from 
Canada, including persons not of British nationality, of 42,831 
from April i, 1912, to December 31, 1913, the months of January 
to March, 1912, thus not being included.^ Migration of aliens 
between Great Britain and Canada, except en route to or from 
a third country, is negligible in amount; from April i to Decem- 
ber 31, 1912, of a total recorded immigration into the United 
Kingdom from Canada of 11,941, only 52 were aliens. The 
months of January to March of each year are months of little 
travel; in the fiscal year ended March 31, 1914, of the total im- 
migration from Canada into the United Kingdom amounting to 
27,969, only 3,998 arrived in these months. The results obtained 
by the present calculation coincide almost exactly, therefore, for 
the only part of the period for which a check is possible, with the 
British statistics. 

To Other Countries. — The estimate made above, of the emi- 
gration to Great Britain from Canada of persons of British na- 
tionality, including Canadians, leaves unaccounted for the sub- 
stantial movement from Canada to the United States of persons 
who originally came from Great Britain to Canada. The Cana- 
dian census returns showed an increase amounting to 394,507 
from June, 1901, to June i, 1911, in the population in Canada 
born in the British Isles.® During the same period the total 
immigration into Canada from Great Britain, including saloon 
immigrants, amounted to 765,343. Subtraction, from this total, 
of 394,507, the amount of increase in Canadian population of 
British birth from 1901 to 1911, leaves 370,836 as the number 
of persons born in the British Isles who left Canada or died in 
Canada between 1901 and 1911. To account for the deaths in 
Canada, the death-rate estimated for Canada as a whole is ap- 
plied for 10 years to the number of persons of British birth 

^ These statistics and the other data in the remainder of this paragraph are from 
Great Britain: House of Commons Returns, Anmml Statements of Emigration and 
Immigration, 1912-1914. 

® Canada Year Book, 1913, p. 73: 390,019 in 1901; 784,526 in 1911. 
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already in Canada in 1901, and for three years to the total im- 
migration from Great Britain from 1901 to 1911.^ This gives 
86,541 as the number of deaths in Canada,- leaving 294,208 as 
the number who departed from Canada.^ 

From 1901 to 1911 it was estimated that approximately 75,000 
persons born in the British Isles returned from Canada to the 
British Isles.'^ This leaves 219,000 as the approximate estimate 
for persons of British nativity who left Canada for countries 
other than their mother country. 

Emigration of Canadians to the United States, — The United 
States census returns showed an increase in the population of 
Canadian birth in the United States between 1900 and 1910 
amounting to 23,382/ The annual average death-rate per 
thousand for the period 1901 -19 10 for the registration districts 
of the United States was approximately 15.® Application of 
this rate for ten years to the population of Canadian birth in 
the United States in 1900 gives 177,188 as the total number of 
deaths for the period. Adding this to the increase in population 
of Canadian birth gives 210,570 as the total net^ emigration of 
Canadians to the United States from 1900 to 1910, The follow- 
ing statistics are available from American official sources bearing 
on the immigration into the United States from Canada: 

^ The statistics of immigration indicate that the average stay in Canada before 
June I, 1911, was four years without allowance for departures from Canada or 
deaths in Canada before 1911. It is estimated that the average stay was three 
years after allowance for these factors. 

2 (390,019 X 0.0139 X 10) -I- (775,25s X 0.0139 X 3) ~ 86,541. 

^ 380,748 — 86,541 = 294,208. Since some of the immigrants into Canada 
credited to the United States are of British nationality, this calculation underesti- 
mates the total immigration into Canada, and consequently the emigration from 
Canada, of persons of British nationality. As all of the immigrants from the United 
States who are not natives of the United Slates are classed in a subsequent section 
as of nativity other than British or American, this underestimate should be offset 
by an equivalent overestimate of emigration of persons born in countries other 
than the United States, Great Britain, or Canada. 

^ See Table VI, p. 51, supra. 

s U. S. Immigration Commission, The Immigration Situation in Canada, p. 36 
(61 Cong. 2d Sess., Sen. Doc. 469), and U.S. Statistical Abstract, 1914, p.49 (1,181,255 
in 1900; 1,204,637, in 1910). 

® Ibid., p, 75- 

^ J. e., over and above CanadlaiB returned to Canada. 
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TABLE VII 

Immigration into the United States from Canada, 1900 to 1913 

Canadian citizens, 


Year ending 

Total 1 

applications 

June 30 

(admissions) 

admission 

1900. . . . 

396 


1901 

540 


1902 

636 


1903 

1.058 


1904 .... 

2,837 


1905 ... . 

2,168 


1906 . 

5,063 


1907. 

19,918 


1908. . . 

38,510 

13,052 

1909 

51.941 

24,118 

1910 

56,55s 

44,340 

1911. 

56,830 

44,439 

1912. . 

55,990 

42,649 

1913 

73,802 

44,701 

1914 

86,139 

45)893 


452,383 

259,192 


1 U. S. Statistical Abstract. Includes all arrivals of immigrants from Canada. Returned American 
citizens are not classed as immigrants. 

2 Annual Reports of the U. S. Commissioner of Immigration. Canadian citizens only. Includes 
about 4 per cent who were debarred from entry. 

These figures do not appear confirmatory of the estimates 
made here. They are obviously defective, however, for the ear- 
lier years of the period at least, since it is inconceivable that, 
with the close relations which exist between the populations of 
Canada and the United States along 3,000 miles of common 
boundaries, less than 6,000 Canadians and alien residents of 
Canada should migrate to the United States during five years. 
For the later years these statistics and the present estimate can 
be reconciled. 

Emigration from Canada of Natives of Countries other than the 
United States and Great Britain. — The census returns show an 
increase amounting to 311,826^ in the population in Canada, of 
natives of foreign countries other than Great Britain and the 
United States. During the same period the total immigration of 
such persons into Canada, including 20 per cent of the total 
^ Canada Year Book, 19x3, p. 73: 166,414 in 1901; 478,240 in 191X, 
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saloon immigrants ^ and including also 29.6 per cent of the total 
immigration from the United States, ^ amounted to 689,328. 
Subtraction, from this amount, of 311,826, the amount of increase 
of such persons in Canada from 1901 to 1911, leaves377,502 such 
persons who left Canada or died in Canada between 1901 and 
191 1 . Application of the Canadian death-rate, 13.9 per thousand, 
for ten years to the number of such persons already in Canada in 
1901, and for three years to the total number of such persons 
immigrating into Canada during the period, gives 51,877 as the 
number of deaths in Canada,® leaving 325,625 as the total emi- 
gration of such persons from Canada during the period from 
1901 to 1911. 

Total Emigration from Canada, — The present calculation has 
accounted so far for: (i) the total emigration to the United States 
of natives of the United States from June i, 1901, to June i, 191 1 ; 
(2) the total emigration to the United States of natives of Canada 
from 1900 to 1909 inclusive; (3) the total and annual emigration 
to Great Britain from 1900 to 1913 inclusive; (4) the total emi- 
gration of natives of Great Britain to other than their home 
country from June i, 1901, to June i, 1911; and (5) the total 
emigration of natives of countries other than Canada, Great 
Britain, or the United States from June i, 1901, to June i, 1911. 
There remain the tasks of estimating the emigration to countries 
other than Great Britain for the periods from January i, 1900, to 
June I, 1901, and from June i, 1911, to December 31, 1913, and 
of distributing the totals for the period 1901 to 1911 among the 
individual years. There are no statistical data available to aid 
in building up estimates for the first period or for the distribution 
of the totals among the years from 1901 to 1911, and recourse 
must be had to arbitrary guesses. It is known that there was a 
heavy movement of population out of Canada following the de- 
pression of 1907 and again in the latter part of 1913, and weight 
will be given to this guide. For the later years of the period and 
especially for the period from June i, 1911, to December 31, 1913, 
the United States statistics of immigration are of assistance. The 

^ See supra ^ p. 50. ^ See supra, p. 48. 

® (166,414 X 0.0139 X 10) X (689,328 X 0.0139 X 3) — 53:, 877. 
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estimate of emigration, made on the basis of the preceding cal- 
culations and of what other information is available, is presented 
in Table YlllA 

The estimate reached here for total emigration from Canada, 
1,752,719, is higher than was expected. Coats ^ makes a rough 
estimate of 1,262,994, for the total emigration from Canada for 
approximately the same period. But the chief discrepancy be- 
tween his estimate and the present one is in the figures of emi- 
gration to the United States, and Coats bases his estimate chiefly 
on the American statistics for the earlier years of the period, 
with a result 4n totals which are demonstrably too low.^ 

Capital taken ont hy Emigrants. — Coats accepts Paish^s esti- 
mate of $200 as the amount taken with them by emigrants who 
leave by ocean ports. On the assumption that the immigrants 
from the United States into Canada are mainly agriculturists and 
that those who return are therefore also mainly of the agricultural 
class, he estimates that they take out with them $500 in cash. 
For the remainder of the emigration to the United States, he 
estimates that they take out on the average $50 each, based on 
the amounts of money reported to the United States immigration 
agents at the border. The first two of these estimates seem to 
the writer to be too high. Over one half of the immigrants from 
the United States are of the non-agricultural laborer class, ^ and it 
is probable that these are much more migratory than farmers, 
who can establish themselves in Canada only at considerable 
expense and must make sacrifices to leave. Paish^s estimate of 
$200 as the average amount of money taken out per capita by 
departing emigrants also appears to be too high, when due con- 
sideration is given to the fact that there is a smaller relative 
movement into Canada than into the United States, of such 

i See p. 57, infra. ^ Cost of Living Report^ voL ii, pp. 897-900. 

® E.g.t Coats, basing Ms calculation on an estimate for 1909 of the U. S. Com- 
missioner of Immigration for Canada, takes 150,000 as the number of Americans 
who returned to the U. S. from Canada from 1900 to early in 1914. The later U. S. 
statistics, which are admittedly too low, give a total of 191,091 for the Americans 
who returned from Canada to the United States during the five-year period from 
June 30, 1909, to June 30, 1914 alone. See supra^ p. 49. 

* See supray p. 43. 
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persons as the many Italians who come to stay only until their 
savings have reached a satisfactory amount. The bulk of the emi- 
gration from Canada is probabty due to failure and unemploy- 
ment in Canada, and not to the accumulation of what are, for 
persons of the immigrant class, modest fortunes in their home 
countries. In view of these considerations it is estimated that 
|ioo per capita is a sufficiently generous estimate of the amount 
of money taken out of Canada by emigrants. This gives the 
results presented in the following table: 


TABLE VIII 

Emigration from Canada, and Capital taken out of Canada by 
Emigrants, 1900 to 1913 


Year 



Emigration from Canada 


Capital 
taken out 
of Canada 
iltousawis 
of 

dollars 

Natives of 
United 
States 

Natives of 
Canada 

Natives of Great 
Britain 

Natives of 
other 
countries 

Total emi- 
gration 

To Great 
Britain 

To other 
countries 

1900 

2,000 

5,000 

3,937 

5,000 

5,000 

20,937 

2,094 

1901 

3,000 

5,000 

3,196 

5,000 

5,000 

21,196 

2,119 

1902 

5,000 

5,000 

4,279 

10,000 

10,000 

34,279 

3,428 

1903 

10,000 

10,000 

5,101 

10,000 

10,000 

45,101 

4,5x0 

1904 

10,000 

10,000 

6,807 

15,000 

20,000 

61,807 

6,181 

190S 

20,000 

15,000 

7,376 

20,000 

20,000 

82,376 

S ,237 

1906 

30,000 

15,000 

8,731 

20,000 

40,000 

ii 3 , 73 x 

1 11,373 

1907 

35,000 

20,000 

i 

12,467 

35,000 

50,000 

152,467 

15,247 

1908 

45,000 

40,000 

14,752 

40,000 

70,000 

1 209,752 

: 20,975 

1909 

40,000 

50,000 

12,400 

35,000 

! 50,000 

I 187,400 1 

^ 18,740 

1910 

40,000 

40,000 

15,286 

45,000 

50,000 

190,286 j 

, 19,029 

1911 1 

40,000 

40,000 

x 8,537 

50,000 

50,000 

198,537 1 

19,854 

1912 

50,000 

40,000 

19,458 

1 50,000 

50,000 

209,458 ; 

20,946 

19x3 

50,000 j 

40,000 

25,392 

60,000 

50,000 

225,392 { 

22,539 

Total . . . 

380,000 1 

335 jOOo . 

1 

157,719 1 

400,000 1 

480,000 |i, 752.719 

175,272 


Non-Commercial Remittances from and to Canada 

Aliens in Canada remit each year important amounts of money 
to their relatives and friends in their native countries. In many 
cases the sole or chief wage-earner emigrates to Canada and sup- 
ports the remainder of his family by his remittances. The most 
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comprehensive study of such remittances is that made by C. F. 
Speare in 1908 for the United States.^ He estimated that about 
30 per cent of the remittances were made by postal money-orders, 
and the remainder through private banks, express companies, 
consular offices, charitable associations, and by sending currency 
through the mail. The illiterate or otherwise ignorant immi- 
grants from eastern and southeastern Europe make least use of 
the facilities offered by the post office and prefer to make their 
remittances through private bankers of their own race and speak- 
ing their own language. Such immigrants form a much larger 
proportion of the alien population in the United States than in 
Canada. In the immigration into Canada the British and the 
Americans are in predominant numbers, and these are presum- 
ably able to use the less expensive services of the post office. On 
the other hand, remittances to the United States from Canada 
can be sent, by those who have banking accounts, by ordinary 
domestic check without any more formality than is involved in 
paying a domestic bill by check. 

There are available for Canada, statistics of the amounts of 
postal money-orders issued in Canada and payable in other 
countries. Coats ^ uses these statistics as the sole basis of his 
estimate for remittances from Canada to other countries. He 
shows that there is a considerable degree of correlation between 
the annual immigration by countries of origin and the annual 
remittances in postal money-orders to these countries.® 

Coats makes no reference to remittances other than by postal 
money-orders, and deducts 40 per cent from the amounts of postal 
money-orders payable abroad, to cover remittances for small 
business transactions. The Canadian imports of parcels and 
packages by post office and express, which would cover most of 

^ North American Rmewt January, 1908, pp. 106-116. 

2 Cost of Living Report^ vol. ii, pp. 892-896. 

® Coats shows that the remittances by postal money-order were much greater 
in proportion to immigration for those countries like Italy and Austria-Hungary, 
whose nationals make the highest per capita remittances, according to Speare. A 
much closer correlation would have been shown if, instead of comparing annual 
immigration into Canada with remittances, it had been possible to compare total 
population in Canada of persons of these nationalities year by year with remittances. 
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these small transactions, amounted in value for the period under 
study to only 13 per cent of the total issue of money-orders pay- 
able in other countries. Over 88 per cent of these parcels were 
imported from the United States, and a substantial portion of 
the payments therefor was unquestionably made by check drawn 
on Canadian banks.^ 

Beginning with 1911 there are available official statistics of 
the amounts of foreign money-orders issued by express companies 
in Canada. For the three years 1911 to 1913, these amounted to 
7.3 per cent of the foreign money-orders issued by the post office. 
For the United States, Speare estimated at 28 to 35 per cent the 
proportion of remittances made by express companies to remit- 
tances made through the post office. This confirms the opinion 
expressed above that there is relatively greater use of the post 
office for making foreign remittances in Canada than in the 
United States. Further confirmation is furnished by the fact 
that the amount of foreign money-orders issued through the post 
office per capita of foreign born population was $7.38 in the 
United States in 1910 as compared with $11.50 in Canada in the 
same year.^ 

It is further to be noted that foreign money-orders are issued 
to cover such items as traveling expenses abroad of Canadians 
and the money taken from Canada by departing emigrants, 
which are accounted for elsewhere in this study. Taking all of 
these phases of the problem into consideration, it is estimated 
that the total remittances to friends abroad exceed by only 50 
per cent the amount of foreign postal money-orders issued in 
Canada, including the amount remitted in settlement of small 
commercial transactions. 

The remittances sent to Canada from abroad are much smaller 
in amount than the remittances sent abroad from Canada, as is 
to be expected in a country ha\dng a large immigrant popula- 
tion. The only data available for an estimate of the amount of 

^ The statistics of these imports are published in the Annual Trade and Nangeh 
Hon Returns of the Customs Department. 

® Computed from Census and money-order statistics in U, S. Statistical Ahsiractf 
1914, and Canada Year Book 1913 
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such remittances are the statistics of postal money-orders issued 
in foreign countries payable in Canada. During the period under 
study, 74 per cent in amount of these money-orders was sent to 
Canada from the United States and i6 per cent from Great 
Britain. These remittances can be partly explained as funds sent 
to aid emigrants to Canada in making a start. A part of the 
remittances from the United States also consisted undoubtedly 
of funds sent by Canadians in the United States to their relatives 
at home. Shipments of parcels are not separately classified 
either in the Canadian export statistics or in the United States 
import statistics. The British trade-returns classify imports of 
parcels separately only for goods free of duty, but there are few 
commodities exported from Canada which are dutiable under the 
British tariff. The imports of such parcels from Canada from 

TABLE IX 

Non-Commercial Remittances to and from Canada, 1900 to 1913 
In thousands of dollars 


Year 

Postal money-orders 
issued in Canada 
payable abroad ^ 

Remittances 
sent abroad 
from Canada® 

Remittances to 
Canada sent 
from abroad* 

1900 

3,346 

5,019 

2,531 

1901 

4,379 

6,568 

3,084 

1902 

3,617 

8,42s 

4,090 

1903 

7,027 

10,540 

4,900 

1904 

8,453 

12,679 

5,399 

190S 


15,121 

6,067 

1906 

12,412 

18,618 

6,994 

1907 

17,003 

25,504 

7,814 

1908 

16,572 

24,858 

7,829 

1909 

18,542 

27,813 

7,984 

1910 

23,716 

35,574 

8,560 

191I 

29,914 

44,871 

8,8is* 

1912 

37,746 

56,619 

9,136* 

1913 

42,498 

63,747 

7 , 950 * 

Total 


355,956 

91,153 


1 Canada Year Books, Adjusted to calendar year basis from fiscal year statistics on the hypothesis 
of equal monthly distribution. 

* ISO per cent of the amounts in the preceding column. 

® Canada Year Books ^ Postal Money Orders issued in other countries, payable in Canada. Ad- 
justed to calendar year basis from fiscal year statistics on the hypothesis of equal monthly distribution. 

^ Includes small amounts of British Postal Notes cashed in Canada, data obtained from Canada: 
Post Office Dept., Annual Report, 1914. 
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1902 to 1913 amounted in value to about 35 per cent of the 
amount of money-orders issued in Great Britain payable in 
Canada during the same period. The movement of parcels to 
the United States was probably in much greater volume, even 
relatively to the greater amount of remittances sent from the 
United States. A greater allowance has to be made, therefore, 
for remittances arising out of commercial transactions in the case 
of foreign money-orders payable in Canada than in the case of 
Canadian money-orders payable abroad. It is estimated that 
the non-commercial remittances to Canada from abroad by other 
methods than through the post office were offset by commercial 
remittances sent through the post office, and the figures of re- 
mittances by postal money-order will be taken as a measure of 
the total non-commercial remittances. 

TABLE X 

The Balance of Non-Commercial Transactions, igoo to 1913 


In thousands of dollars 


Year 

Debits 


Credits 


Balances 

Capital 
taken out 
of Canada 
by emi- 
grants 

Non-com- 
mercial 
remit- 
tances sent 
abroad 
from 
Canada 

Total 

Capital 

brought 

into 

Canada by 
immi- 
grants 

Non- 
commer- 
cial re- 
mittances 
sent to 
Canada 
from 
abroad 

Total 

- - 

Debit 

Credit 

1900 

2,094 

5,019 

7,113 

7,631 

2,531 

10,162 


3,049 

1901 

2,119 

6,568 

8,687 

9>034 

3 , 0^4 

12,118 


3,431 

1902 

SA 2 & 

8,425 

11,853 

16,840 

4,090 

20,930 


9,077 

1903 

4,510 

10,540 

15,050 

19,774 

4,900 

24,674 


9,624 

1904 

6,181 

12,679 

18,860 

18,507 

5,399 

23,906 


5,046 

1905 ; 

8,237 

15,121 

23,358 

; 25,428 

6,067 

31,49s 


8,137 

1906 

^ 1,373 

18,618 

29,991 

1 29,665 

6,994 

36,659 


6,668 

1907 

15,247 

25 j 504 

40,751 

1 33,505 

7,814 

41,319 


S68 

1908 

20,975 1 

24,858 1 

45,833 

I 30,372 

7,829 

38,201 

7,632 


1909 

18,740 ; 

27.813 

46,553 

1 38,56s 

7,984 

46,549 

4 

.... 

1910 

19,029 

35,574 

54,603 

! 45,668 

8,560 

54,228 

375 


1911 

19,854 

44,871 

64,725 

j 47,877 

8,815 

56,692 

8,033 


1912 

20,946 

56,619 

77,56s 


9,136 

1 54,174 

23, 39^ 

.... 

1913 

22,539 

63,747 

86,286 

j 43,905 

7,950 

i 51,855 

34,43 1 ' 


Total. . 

175,272 

355,956 

531,228 

i 411,809 

1 

91,153 

I 502,962 

1 

73,866 

45,600 
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Table IX presents the estimated non-commercial remittances 
sent abroad from Canada and sent to Canada from abroad. 

The Balance of Non-Commercial Transactions 

Table X summarizes the statistical results obtained in the fore- 
going discussion of the non-commercial items in the Canadian 
balance of international indebtedness, and strikes a balance be- 
tween the debit and credit items. 



CHAPTER IV 


FREIGHT, INSURANCE, AND TOURIST EXPENDITURES 
Introductory 

International transactions in services, although often over- 
looked or underestimated, are an important element in the inter- 
national balance of indebtedness. The movement of physical 
goods in international commerce largely monopolizes p>ublic 
attention, not because sales of services are of little consequence 
in the volume of international transactions, but chiefly because 
of the practically universal limitation of ofiScial statistics to the 
“visible” items in the international trade balance.^ For the 
purpose of determining the balance of international indebted- 
ness, the purchase or sale of services is, dollar for dollar, of identi- 
cal significance with the purchase or sale of goods. 

In this section an estimate will first be made, year by year, 
for each item in the international balance of service transactions, 
dealt with under the following headings: freight payments, 
insurance payments, tourists’ expenditures, interest payments, 
and sundries. All the partial balances then having been esti- 
mated, it will be possible to proceed to a computation of the 
total international balance of indebtedness, and to an analysis 
of this balance into its constituent elements of Canadian borrow- 
ings from abroad and Canadian loans abroad. In the calculation 
of the various items in the balance of service transactions, the 
same statistical difficulties are encountered and the same methods 
are used for their solution as in the calculation of the balance of 
non-commercial transactions.* 

^ Argentina offers the only instance known to the writer where continuous and 
comprehensive statistics of export and import services are officially coEected and 
published. The British Board of Trade has recently begun the collection and pub- 
lication of similar statistics lor Great Britain. 

^ See p. 40, supra. 
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Freight Charges 

Methods of Estimating Freight Charges . — Canada must make 
pa3niient abroad for services rendered to her in connection with 
the transportation of imports to Canada, and per contra she 
receives payment from abroad for services which Canadian ships 
or railroads render in connection with the transportation of her 
own products to foreign countries.^ The calculation of the 
amounts of these payments is beset with many complexities and 
difficulties. British economists have been struggling for many 
years with the task of ascertaining the amount of annual income 
derived by Creat Britain from abroad through the services of her 
merchant marine.^ The methods which they have developed are 
not applicable, however, to the Canadian situation, either be- 
cause the nature of the problem is different or because the essen- 
tial statistical data are lacking. 

For Great Britain the main problem is to discover what are the 
earnings of British shipping used in carrying freight for other 
countries. In Canada the chief problem is to discover what are 
the payments made to other countries on account of transporta- 
tion services performed for Canada, since only a small fraction 
of Canada’s foreign trade is borne in Canadian vessels. One 
method followed by British writers is to apply to the entire 
British tonnage engaged in foreign trade the figures for earnings 
per ton ascertained for a few typical ships. But this method is 
not applicable to the present problem. No statistics exist of 
Canadian-owned vessels engaged in foreign trade. For Canada, 
moreover, overland transportation is important. Great Britain 
and Canada differ in their methods of computing import values: 
the British import statistics are based on c. i. f. values, and 

^ Including insurance charges and commissions for brokers’ services on imports, 
but not on exports, because most of these services are rendered by non-Canadian, 
chiefly British, companies. Payments for passenger transportation are not dealt 
with separately in this study, but are sufficiently accounted for, it is believed, in 
the estimates of tourists’ expenditures and of capital carried with them by migrants. 

® Cf. especially : Sir Robert GiSen, “On the Use of Import and Export Statistics,” 
Journal of the Royal Statistical Society , June, 1882; C. K. Hobson, The Export 
of Capital, 1914, pp. 171-187; “The Measurement of the Balance of Trade,” 
Economica, May, 1921. 
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therefore cover insurance and freight added to the invoice value 
of the imports; the Canadian import statistics are based on 
f. o. b. values, and therefore leave unaccounted for the insurance 
and freight which Canadians must pay on such of their imports as 
are carried by foreign vessels. 

Another method used to ascertain the amount of freight and 
insurance charges rests on the reasoning that “since the imports 
and exports of the whole world are, for the most part, the same 
goods valued at the point of arrival and departure respectively, 
the excess of value of imports should give a rough measure of the 
difference of valuation due to the cost of ocean carriage, including 
freight, insurance, and other charges.’’ ^ 

If this reasoning be accepted, the percentage of freight and in- 
surance charges to total imports can then be calculated, and if 
the further assumption is made that the freight and other charges 
for the country under consideration and for the world at large 
form an approximately uniform percentage of the total imports of 
the two respectively, the amount of freight and other charges on 
imports for that country can then be readily calculated from 
the statistics of imports. 

Sir Robert Giffen, in the essay referred to, uses this method for 
ascertaining the total earnings of the world’s shipping from the 
transportation of freight, and also the other charges connected 
with ocean transportation. He then obtains an estimate of the 
British share of these earnings by using the percentage of British 
shipping tonnage to world tonnage, after having made an allow- 
ance for the amount of the difference between world imports and 
exports to be attributed to miscellaneous charges. He fails to 
allow, however, for shipments by land transportation and for the 
large fraction of the world’s shipping engaged in internal trade 
which should have been excluded from the calculation. Giffen, 
however, tests his estimate by other methods of calculation not 
adapted to the Canadian situation because of the absence for 

^ Edgar Crammond, The British Shipping Industry^ London, 1917, p. 27, TLe 
excess of value of the imports should also cover the cost of transportation from the 
point of departure to the point of arrival, where transportation is wholly or partly 
by rail or inland shipping. 
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Canada of the abundance of information available in dealing 
with British shipping. 

C. K. Hobson ^ follows the method described above of ascertain- 
ing the world’s freight bill and finds the British share therein by 
applying the percentage of clearances and entrances of British 
ships to total clearances and entrances at the principal ports of 
the world. He also checks his estimate by methods not available 
for a Canadian study because of the absence of the necessary 
statistics. 

In the study of the balance of trade of the United States made 
for the Harvard University Committee on Economic Research 
in 1919,^ the shipping freight charges payable to and paid by the 
United States are also calculated in part by the same method of 
deducting world exports from world imports. But instead of 
dividing the figure thus obtained by the total world imports to 
obtain the percentage of freight charges to imports, the percentage 
which the difference between world imports and world exports was 
in 1907 of the total world foreign trade, export and import^ is 
used as an index of the ad valorem percentage of freight charges 
for both imports and exports. Granting the validity of the gen- 
eral method, this departure from the usual procedure cannot be 
justified. The total world imports and the total world exports 
are the same goods valued both at the points of departure and 
destination. Taking the world as a whole, freights are paid only 
on the imports. To take the percentage of the total freight 
charges to the total of exports and imports is to divide by almost 
two ^ the true burden of freight costs. If any American shipping 
was engaged in the commerce between countries other than the 
United States, this method is defective also in that it does not 
account for the earnings from this commerce. Moreover, this 
study makes no allowance for the transportation charges on 
trade with Canada and Mexico by land routes. 

1 Op. cit., p. 174. 

® C. J. BuHock, J. H. Williams, and R. S. Tucker, “The Balance of Trade ol the 
United States,” The Harvard Review of Economic Statistics, Preliminary Vol. No. 3, 
p. 231. 

3 Almost two, and not exactly two, because world imports, including as they do 
freight costs, are greater than world exports. 
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All these writers agree in using as the primary basis for their 
estimates of freight charges the differences between total world 
imports and total w’orld exports. It is a necessary presupposition 
of this method that export statistics cover f. 0. b. values and im- 
port statistics are for c. i. f. values. While nothing but a rough 
estimate is possible by any method, with statistics as inadequate 
as the)^ are, there are too many serious defects in the primary 
data used in this method to justify its use. There are no authori- 
tative compilations of the necessary statistics.^ There are im- 
portant divergencies in the methods of computing commerce 
statistics used by various countries. The United States, Canada, 
British South Africa, Cuba, Mexico, and the Philippines collect 
import statistics on the basis of f. o. b. values, and the total im- 
ports of these countries comprise an appreciable percentage of 
the total world imports; the freight charges on the imports of 
these countries would not be taken into account in a calculation 
of this sort. In many cases, commerce statistics are collected on 
the basis of arbitrary valuations. Different fiscal years and dif- 
ferent definitions for statistical purposes of imports and exports 
render non-comparable the commerce statistics of different 
countries. Even if all these shortcomings were absent, the lack 
of justification in applying a percentage true for the world, to 
individual countries vaiydng widely in the degree to which their 
trade is bulky or comes from close-by regions or is frontier traffic, 
leaves little ground for any confidence in the value of such com- 
putations.^ 

No easy solution of the problem has been found for Canada. 
The only guide is Mr. Coats’ guess that from 1900 to 1914 the 
excess of Canada’s freight payments to other countries, over pay- 

^ This is confirmed by the strikingly different results obtained by diiiereiat 
writers using this method for years not far apart. See p. 78, infra, 

2 To be consistent with itself, the method criticized here should divide the dif- 
ference between world imports and world exports by the world imports to obtain 
the ad valorem percentage of freight charges to import values for any country 
and by the world exports to obtain a similar percentage for the freight earnings on 
carriage of exports. The freight charges should be a smaller percentage of c. i. t 
import values than of f. o. b. export \alues. None of the writers using this method 
seems, however, to have made use of this refinement. 
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The imports from countries other than the United Kingdom 
and the United States must come by ocean routes. These im- 
ports come on the average from greater distances than British 
imports, and they also consist to a larger degree of bulky corn- 

ton; or on a percentage basis, from less than i per cent to more than loo per cent 
in value.’’ Fmal Report^ Dominions Royal Commission, 1917, p. 166. Great Britain: 
Parliamentary Papers, Cd. 7971. 


TABLE XI 

Import Values and Freight Rates, 1907 

Ocean 


Commodity group 

Unit 

Average 
import 
value 1 

Average 

freight 

rate® 

Percentage 
of freight 
charges to 
import 
value 

Weights® 

Final 

results 

Great Britain: 
Manufactures of 
Iron and Steel . . . 

long ton 

$53-83 

$2.60 

S-6 

40 

224 

Cotton Textiles. . . . 

1000 yds. 

94.63 

2.18 4 

2.3 

60 

138 

Total 





100 

362 

Per cent j 






3-6 


Rail 


United States: 
Manufactures of 
Iron and Steel . . . | 

short ton 

1 

i 

$ 50.30 1 

$3*ob 

S-8 

90 

522 

Cotton Textiles. . . . 

100 lbs. 

33-11^ 

0.36} 

I.I 1 

10 

no 

Total 


.... 



100 

632 

Per cent 






6.3 


1 Computed from Canada. Trade and Commerce Report, for fiscal year ending March 31, 1908. 

® Computed from data in Report of British Trade Commissioner to Canada on the Trade of Canada 
in I go? (Great Britain; Parliamentary Papers, Cd. 3868). 

3 Weights are according to the relative importance in the imports of 1907, of bulky and light com- 
modities. It is assumed in using these weights that rates on iron and steel commodities are represen- 
tative of rates on all bulky commodities and that rates on cotton textiles are representative of rates on 
all light commodities. 

* Based on conversion rate from measurement to weight basis, 1 lb. tare = 3.5 yards. Conversion 
rate computed from data in Cost of Living Report, vol. ii, p. 46 and U. S. Dept, of Commerce, Miscel- 
laneous Series, No. 92, “Stowage of Cargoes,” pp. 283, 287. 
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modi ties. Of the imports in 1907 from these conntrieSj 60 per 
cent were relatively bulky, 40 per cent light, as compared with 
40 per cent and 60 per cent respectively for the imports from 
Great Britain. On the assumption that the rates for bulky and 
for light commodities from these countries were the same as for 
similar imports from Great Britain, the percentage of freight 
charges to imports would be 4,3. After allowance for the greater 
distances, it is estimated that for imports from countries other 
than Great Britain and the United States, the percentage of 
freight charges to imports was 4.6 per cent in 1907. 

Freight Charges on Imports from Great Britain. — From the 
payments for freight charges on imports into Canada in foreign 
vessels must be deducted the portion of these payments e:xpended 
in Canada. C. K. Hobson, from an examination of the accounts 
of two tramp steamers, estimates that 30 per cent of the gross 
receipts of British vessels are expended by the owners of the 
vessels in foreign ports. ^ This estimate is based on the accounts 
of British vessels either engaged in the trade between Great 
Britain and countries more distant than Canada or not trading 
from Great Britain. Hobson’s estimate is probably too high for 
the relatively short voyage between Great Britain and Canada, 
which permits of bunkering and laying in supplies in England 
for the round trip and involves stays of only a few days in Cana- 
dian ports. Deduction should also be made, however, for the 
expenditures of the crew's in Canada. On the other hand, some- 
thing should be added for the payments to be made by importers 
on account of insurance, interest, and forwarding agents’ charges. 
It is customary for British exporters to Canada, in making out 
their invoices for purpose of entry through the Canadian customs, 
to deduct a 2| per cent discount for cash payment. In some cases, 
the actual terms made with the Canadian buyers do not stipulate 
immediate payment and the discount for cash is not received by 
the importer. Something is therefore to be added for this item 
also. Giffen estimated that these miscellaneous items amounted 

^ The Export of Capitaly p. 173. Giffen, in 1882, estimated that one sixth of tlie 
total receipts were expended abroad, {Journal of the Royed SMisUccd Society, June, 
1882, p. 208.) 
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to 2| per cent of the value of British exports and imports.^ 
Canada's import trade, however, was financed by her own banks 
more largely than was the case in the Continental European and 
the smaller British colonies, or even in the United States before 
1914, and this estimate seems excessive. The best fi^nal estimate 
which can be made is that the deductions for expenditures in 
Canada of ship owners and crew were largely offset by the addi- 
tional charges for insurance, interest, etc., and that a reduction 
of the percentage of charges to imports from 3.6 to 3,5 will ade- 
quately account for the remainder. 

Theoretically, also, deduction should be made for the imports 
from Great Britain carried by Canadian-owned vessels, in order 
to obtain a final figure for the pa3rments to be made for freight 
charges on imports from Great Britain. But the Canadian official 
statistics of imports according to nationality of the vessel ^ show 
that only a very small fraction of the imports from Great Britain 
are carried in Canadian vessels. In the fiscal year ending March 
31, 1914, less than 18,000 tons out of a total of 906,000 tons were 
brought in Canadian vessels, and in other years even smaller 
percentages. The fact that some of the imports from Great 
Britain are carried by Canadian vessels is therefore disregarded. 

In reaching an estimate for other years based on the percent- 
age estimated for 1907, three sets of facts must be considered; 
changes in freight rates, changes in prices, and changes in the 
character of the goods imported. There was no change of signifi- 
cance in the character of the imports from Great Britain during 
this period. In 1900, 47 per cent, and in 1914, 45 per cent of the 
total imports from Great Britain consisted of textiles and textile 
products; in 1900, 19 per cent, and in 1914, 15 per cent, of the 
total imports consisted of metals and manufactures thereof.® 
No adjustment need therefore be made for changes in the char- 
acter of the imports. But the period was marked both by a rise 
in prices and a rise in freight rates. 

^ Giffen, op. ciL, p. 219. 

2 Annual Shipping Reports of tlie Department of Customs. 

® Fiscal years; computed from Canada: Trade and Commerce Reports y 1900 and 
1914. 
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From quotations available for west-bound freight from British 
ports to Montreal for 13 representative commodities for the years 
1907, 1910J and 1913, a roughly weighted index number was ob- 
tained which, taking 1907 as 100, indicated an increase of 5.8 per 
cent from 1907 to 1910 and 33.2 per cent from 1907 to 1913.^ 
For the years before 1907 no Canadian quotations were obtain- 
able. In the opening year of the 20th century, freights were un- 
usually high because of the South African war, but they declined 
sharply after the conclusion of the war, with little recovery until 
1906, By the use of British indices for outward freights (that is, 

^ Quotations given in reports of British Trade Commissioners on Trade of 
Dominion of Canada, British Parliamentary Papers, Cd. 3868 (1908); Cd. 5591 
(1911); Cd. 6870 (1913). The quotations used in making the index were for: 
crockery, hardware, iron bars, iron sheets, iron girders, bolts and nuts, tinplate, 
cutler>% heavy cottons, all other dry goods, machinery (average of four quotations). 
Weighting done on the basis of relative importance of the commodities in the 
imports. 

TABLE XII 


Indices foe Freight Charges on Imports from Great Britain, 
1900 TO 1913 (1907 = 100) 


Year 

j British outward freight indices 

Canadian 
inward freights 
present 
calculation 

1 

1 Index used in 
< present study 

i 

C. El. Hobson 1 

Board 
of Trade 2 

Dominions Royal 
Commission 2 

1900 


117.6 



i 117.6 

1901 


95-0 


.... 

95*0 

1902 


89-5 

89-5 


1 80.5 

1903 1 

7S.9 i 


77.6 

] 

77.6 

1904 ; 

78.0 1 


71.3 


7 X -3 

1905 1 

83-7 j 


80.6 

1 

80.6 

1 

1906 

100.0 1 


100.0 

1 

100.0 

1907 

100.0 1 


100.0 

1 00.0 < 

100.0 

1908 

q 

oc 


1 94.0 

j 

101.9 

1909 

83.2 , 

* * 

IOI.5 


103.8 

1910 i 

99-0 i 


103.0 

105.8 1 

105.8 

1911 

116.0 j 


T23.9 

1 

114.9 

1912 

156.0 i 


159*7 

.... 1 

124.0 

1913 j 

i 

1 


133.2 j 

133*2 


^ From C. K. Hobson, The Export of Capital, p. 182. 

2 '£Ui. Recomputed to 1907 as base year by putting the figure for 1902 at 89.5, as in the Dominions 
Royal Commission Index, 

® Dominions Royal Commission, Fiiud Eepari, Appendix C, p. 109. (Great Britain; Parliamenimy 
Papers, Cd. 7971, 1917,) Figures read from chart and recomputed to 1907 as 100. 
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outward from Great Britain) to aU countries, a guide can be ob- 
tained of the trend of Canadian inward freights to 1907. 

Table XII presents the freight indices which have been found. 
For the years 1900 to 1902 the British Board of Trade index is 
used. In the absence of more satisfactory data, the Dominions 
Royal Commission index ^ is used for the years 1903 to 1907, and 
the present calculation for the years 1907, 1910, and 1913 is used 
as the index for these years and also as the basis of an index for 

1 The report of the Dominions Royal Commission, in which this index was 
found, does not explain its source or the method used in its construction. It was 
probably obtained by the Commission from the British Board of Trade. 


TABLE XIII 

Freight Payments "by Canada on Imports erom Great Britain, 
1900 TO 1913 


In thousands of dollars 


Year 

I 

Imports 
from Great 
Britain 1 

II 

Percentage 
of freight 
charges to 
imports, 
1907 

III 

Freight rate 
index 

(Table XII) 

IV 

Price 
index “ 

V 

Percentage 
of freight 
charges to 
imports 

VI 

Freight pay- 
ments on 
imports 
from Great 
Britain 
(IXV) 

1900 

43,550 


117.6 

94.3 

4.4 

1,916 

1901 

45,921 


95-0 

91.2 

3.6 

1,653 

1902 

53.908 


89-5 

90.9 

3-4 

1,833 

1903 

60,259 


77.6 

91.4 

3.0 

1,808 

1904 

60,984 


71-3 

92.6 

2.7 

1,647 

190S 

64,713 


80.6 

92.1 

3-1 

2,006 

1906 

77,536 


100.0 

9S-I 

i 3-7 

2,869 

1907 

92,285 

3-5 

100.0 

100.0 

3-5 

3,230 

1908 

76.616 


101.9 

97.1 

3-7 

2,835 

1909 

89,173 


103.8 

98.2 

3-7 


1910 

106,285 


105.8 

102.6 

3-6 

3,826 

1911 

ii 5 ,i ‘53 


114.9 

103.2 

3.9 

4,491 

1912 

113,284 


124.0 

108.4 

4-0 

5,331 

1913 

113,642 


133-2 

109.9 

4.2 

5,613 

Total. . 






42,357 


* Canada Year Book, 1913, p. 230. imports entered for consumption. Adjusted to calendar year 
basis from fiscal year statistics. 

* Great Britain: Labor Dept. Board of Trade, recomputed to 1907 as too. Data from Cost of 
Limn^ Report, voL ii, p. 149- 
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the intermediate years constructed on the assumption that there 
were uniform increases in each year from 1907 to 1910, and from 
1910 to 1913, respectively. 

The ad valorem percentage of freight charges to total imports 
from Great Britain, for 1907, multiplied for each year by the 
freight index and also by the reciprocal of the price index, will 
give the ad valorem percentage of freight charges to imports from 
Great Britain for each year in the period. The amount of freight 
charges for each year can then be obtained by multiplying the 
amount of imports for each year by the percentage, for that year, 
of freight charges to imports. Table XIII presents the final 
calculation of the payments made abroad for freight charges on 
imports from Great Britain. 

TABLE XIV 

Freight Payments by Can.vda on Imports from the United States, 
1900 TO 1913 


In thousands of dollars 


Year 

I 

Imports from 
the United 
States.^ 

II 

Percentage of 
freight charges 
to imports, 
1907 

III 

Price index 2 

lY 

Percentage of 
freight charges 
to imports 
(II -r- III) 

V 

Freight charges 
on imports 
from the 
United States 

axR) 

1900 

104,615 


8s 

6.2 

6,486 

1901 

110,947 


84 

6.3 

6,990 

1902 

121,767 


91 

S.8 

7,062 

1903 

135.900 


91 

S-8 

7,882 

1904 

147.721 


92 

5.8 

8,s6S 

1905 

160,615 


91 

00 

to 

9,316 

1906 : 

^33,465 1 

, . j 

94 

5.6 

1 10,274 

1907 

203,019 ! 

1 5*3 

100 

5*3 

i 10,760 

1908 

178,704 ■ 

i 

97 

5*5 

1 9,829 

1909 

205,641 

1 

103 

5.x 

1 10,488 

1910 

260,509 


106 

5-0 

; X5,02S 

1911 

316,533 

j 

lOI 

5.2 

i 16,460 

1912 i 

409,434 

1 1 

107 

5-0 

J 20,472 

1913 

405,616 

1 •• 1 

106 

5-0 

t 20,280 

i 

Total. . 


1 

1 


f „ 

I 157,892 


1 Canada Ymt Booh, 1913, p 230. Adjusted to calendar year bads from fiscal year statistics. 

2 U. S. Dept, of Labor, Bureau of Labor Statistics, Wholesale Prices Index, Bull. No. 181, p. 16. 
Recomputed from 1914 as base to 1907 as base. 
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Freight Charges on Imports from the United States. — It was 
estimated above that the ad valorem percentage of freight charges 
to imports from the United States was 6.3 per cent in 1907. An 
addition of at least J of one per cent should be made for cash 
discounts deducted from the invoice for purposes of customs 
entry, but not actually received by the importer. Deductions 
must be made for freight charges on imports from the United 
States carried by Canadian vessels, and for the portion of over- 
land freight charges which covers the carriage of goods from 
the Canadian boundary to their destination. Based on scanty 
data, an allowance of i| per cent ad valorem is made for these 
two items, leaving 5.3 per cent as the net ad valorem percentage 
of freight charges to import values for 1907. Railroad freight 
rates remained practically constant during the period under 
study, whereas prices rose steadily. Assuming that no change 
occurred in railroad freights during the period, the payment to 
be made by Canada on account of freight charges on imports 
from the United States will be estimated as equal for each year 

TABLE XV 

Freight Payments by Canada on Imports prom Countries other than 
Great Britain and the United States, 1900 to 1913 

In thousands of dollars 


Freight payments 

Year Imports ^ by Canada 2 

1900 26,939 

1901 30,222 907 

1902 34,972 1,049 

1903 3^,043 1,141 

1904 38,849 1,165 

1905 42,071 1,262 

1906 47,133 1,43:4 

1907 51,852 1,556 

1908 48,813 1,464 

1909 54,602 1,638 

1910 64,468 1,934 

1911 72,327 2,170 

19:^2 90,211 2,706 

1913 92,010 2,760 


J Canada Tear Baokf 1013, p. 230. Adjusted to calendar year basis from fiscal year statistics. 

2 Based on the estimate that freight charg<K after deductions were 3 per cent of the value of imports. 
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to 5.3 per cent of the value of the imports for that year multiplied 
by the reciprocal of the price index for that year. Table XIV 
presents the calculation of freight charges paid by Canada on 
imports from the United States. 

Freight Charges on Imports from other Countries, — There re- 
main to be considered the freight charges on imports from coun- 
tries other than the United States and the United Kingdom. 
The estimate for 1907, of 4.6 per cent as the ad valorem percentage 
of freight and other charges to imports, will be used for all the 
years, on the assumption that increases in freight rates offset 
increases in prices. Canadian vessels carry an appreciable pro- 
portion of these imports, especially of those coining from New- 
foundland, the West Indies, the Far East, and Australia. De- 
duction of 20 per cent of the charges for expenditures of vessels 
and crews in Canada and 20 per cent of the remainder for im- 
ports brought by Canadian vessels results in approximately 3 per 

TABLE XVI 

Freight Payments by Canada on Imports from all Countries, 

1900 to 1913 


In thousands of dollars 


Year 

On imports from 
Great Britain 

On imports from 
United States 

On imports from 
other countries 

On imports from 
ail countries 

I9cx> 

1,916 

6,486 

00 

0 

00 

9,210 

1901 

1,653 

6,990 

907 

9,550 

1902 

1,833 

7,062 

1,049 

9,944 

1903 

1, 80S 

7,882 

1,141 

10,831 

1904 

1,647 

8, 568 

1,165 

11,380 

3^905 

2,006 

9,316 

1,262 

12,584 

1906 

2,869 

10,274 

1,414 

H ,557 

1907 

1 3,230 

10,760 

1,556 

15,546 

1908 

2,835 

9,829 

1,464 

14,128 

3^909 1 

3*299 

10,488 

1,638 

15,425 

1910 ■ 

3,826 

13,025 

1,934 

18,785 

1911 ' 

4,491 

16,460 

2,170 

23,121 

1912 

5,331 

20,472 

2,706 

28,509 

ms •• 

5,613 i 

20,280 ! 

j 2,760 

[ 

28,653 

Total 

42,357 

157,892 

21,974 

1 222,223 

1 
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cent as the ad valorem percentage of net freight pa3nnents to 
be made by Canada to imports from these countries. Table XV 
presents the calculation of these payments. Table XVI presents 
the estimates for total freight charges on imports from all coun- 
tries. 

The results obtained in this way may be compared with the 
figures which would have been available if the method discussed 
earlier in this section had been adopted. Table XVII is con- 
structed on the assumption that the carrying charges for the world 
equal the difference between world imports and exports. The 
percentage of these charges to the amount of world imports is 
taken as the ad valorem percentage of import freight charges 
to imports. The percentages obtained by this method are uni- 
formly higher than those found to hold for the selected commodi- 
ties imported into Canada in 1907, and than those estimated, 
for corresponding years, in the present calculation. 


TABLE XVII 

Ratio op Feeight Charges to Value op World Imports 


Year 

World imports 

World exports 

Excess of 
imports over 
exports 

Ratio of freight 
charges to 
world imports: 
Hobson’s 
method 1 

Ratio of freight 
charges to 
Canadian im- 
ports. Present 
calculation.* 

In thousands of pounds sterling 

Per cent 

1901 ^ 

2,516 

2,292 

224 

8.9 

S-I 

19042 

2,628 i 

2,446 

182 

6-9 

4.6 

1906 ^ 

3:253 

3,052 

201 

6.2 

4.7 

1907 ® 

3 . 737-2 

3,383-6 

353-6 

9-5 

4-5 

1909 ^ 

3,611 

3,377 

234 

6-5 

4.4 

^ / 

4.403 

4,061 

342 

7-8 

1 . . 

1912,1 

4,390 

4,050 

340 

' 7.7 

i 


1 Edgar Crammond, The British Shipping Industry, 1917, p. 27. 

2 Report of Committee to Chamber of Shipping of the United Kingdom and Liverpool Steam Ship 
Owners^ Association, July, 1917, vol ii, pp. 76, 77- 

S' C. K. Hobson, The Export of Capital, p. 174; as quoted from Manchester Guardian, February 10, 
iQii, Comparison with the results obtained by the same method by other writers for nearby years 
suggests that this is an overestimate. 

< Ratio of total freight charges, after allowances, to total imports from all coxmtries. 
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Freigkl CJmrges on Exports. — The freight charges on exports 
sold f. 0. b. are paid by the purchaser of the goods. The Canadian 
exports are shipped to their destination mainly b}' foreign carriers, 
but Canada receives pa>Tnents for the purchases in Canada of 
vessels and crew. On the exports to the United States, Canada 
receives payment for the charges for transportation from the 
point of origin in Canada to the point where the exports cross 
the boundary, but in most cases the distances to the boundary 
are short. It is estimated that 2 per cent of the value of the ex- 
ports -wilt cover the payments to be made to Canada; for rah- 
road transportation to the boundary on exports to the United 
States, and to the ocean ports on exports b}’' sea sold f. o. b. 
producing point and not f. 0. b. the port of export; for water 
transportation on exports carried in Canadian vessels; and for 
expenditures in Canada of foreign vessels and crews. Table XVIII 
presents the estimate of payments to Canada on account of ex- 
port freight charges. 

TABLE XVin 


Freight P.a.ywents to C.m;ada on Exports, 1900 to 1913 


Year 

In thousands of dollars 

Freight payments 

Exports * 

to Canada 2 

1900 

181,493 

3,630 

1901 

200,548 

4,011 

1902 

216,629 

4,333 

1903 

227,470 

4>549 

1904 

196,566 

3,931 

1905 

222,864 

4)457 

1906 

• 253,110 

5,062 

1907 

254,037 

S,oSi 

1908 

265,146 

5,303 

1909 

288,685 

5,774 

1910 

295,415 

5,908 

X911 

296,568 

5,931 

1912 

362,966 

7,259 

1913 -• 

460,319 

9,210 

Total 


74,439 


1 Total Merchandise Exports, calendar year statistics, from Dept, of Customs, Vnmised Monthly 
Statements of Imports and Exports. 

2 Based on the estimate that freight payments, etc., to Canada were 2 per cent of the value of the 
exports. 
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Insurance Payments sent Abroad erom Canada 

To ascertain the amount of fire- and life-insurance payments 
sent abroad from Canada, use is made of the official statistics for 
the excess of premium income over expenditures in Canada of 
foreign companies. For an estimate of the payments made to 
foreign companies for insurance other than life and fire, including 
casualty, sickness, employers’ liability, and sundry other kinds 

TABLE XIX 


Insurance Payments by Canada to Foreign Companies, 1900 to 1913 

r 

In thousands of dollars 


Year 

I 

Foreign life- 
insurance 
companies ^ 

II 

Foreign fire- 
insurance 
companies 1 

Other foreign insurance 
companies 

V 

Total insurance 
payments by 
Canada 
(Id- 11 + IV) 

III 

Premium 
receipts in 
Canada 2 

IV 

Excess of 
premium 
income over 
expenditure in 
Canada ^ 

Excess of premium income over 
expenditure in Canada 

1900 

98s 

1,712^ 

1,002 

200 

527 <• 

1901 

665 

67^ 

555 

II2 

710 

1902 

1,285 

2,862 

691 

138 

4,28s 

1903 


1.851 

864 

173 

3,079 

1904 

SS6 

3,874* 

830 

166 

3,152 * 

1905 

859 

3.611 

1.087 

217 

4,687 

1906 

1,130 

3,299 

1,275 

255 

4,684 

1907 

634 

2,284 

1,458 

292 

3,210 

1908 

827 

1.872 

1,764 

1 353 

3,052 

1909 

929 

2,869 

2,000 

400 

4,198 

1910 

871 

2,483 

2,500 

500 

3.854 

1911 

1,279 

3,012 

3,481 

636 

4,927 

1912 

1.851 

3,666 

3,802 

840 

6,357 

1913 

2,169 

3,636 

3,162 

595 

6,400 

Total. . 

15,095 

25,792 

24,471 

4,877 

45,764 


1 Computed Irom data in Canada: Superintendent of Insurance* Annual Reports; total income in 
Canada exclusive of interest, minus total expenditures in Canada. 

2 ipoo-1904, Cmaia Year Books, premium receipts in Canada of all foreign insurance companies 
minus premium receipts in Canada of foreign fire- and life-insurance companies. ipos-ipoS, compiled 
from annual reports to Superintendent of Insurance of individual companies. 1905-1910, estimates, 
based on incomplete data, 1911-1913, Canada Year Books, 

® 1911-1913, Canada Year Books. 1900-1910, 20 per cent of premium receipts in Canada, wMcb 
was the average percentage to premium income of excess of premium income over expenditure for ail 
Canadian companies engaged in miscellaneous insurance during the same period. 

^ Excess of expenditures over premium income, due to conflagrations in these years. 
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of insurance, less satisfactory data are available. The amount 
of premium income received in Canada by foreign companies 
dealing in insurance other than life and fire was obtained or 
estimated on the basis of complete or partial data, derived from 
various official sources, and the excess of income over expenditures 
was then estimated on the basis of the proportion which premium 
income bore to excess of income over expenditure during several 
selected years within the period under study for ail the Canadian 
companies dealing in sundry insurance. The interest income of 
foreign insurance companies from investments in Canada will be 
accounted for when interest payments are estimated. 

Table XIX presents the estimated amounts of the insurance 
payments sent abroad from Canada during the years 1900 to 
1913. 

Insurance Payments by other Countries to Canada 

Canadian life-insurance companies, and to a smaller extent 
Canadian fire-insurance companies, operate in countries other 
than Canada. The official reports indicate that only one Cana- 
dian company dealing in insurance other than fire and life operates 
outside of Canada, and its foreign business is not important 
enough to justify consideration here. 

There are available official data covering the amount of life- 
insurance risks of Canadian companies in other countries for the 
years 1902 to 1913. For the period 1909 to 1913, the annual excess 
of income over expenditure for Canadian companies on both 
domestic and foreign business averaged 2,8 per cent of the amount 
of policies in force. A little over 22 per cent of the total income 
consisted of interest on investments, presumably almost wholly 
in Canada. After allowance for interest on investments and for 
the greater relative cost of doing business abroad than at home, 
2 per cent is taken as the percentage, for the years 1902 to 1913, 
of excess of premium income over expenditure to the total 
amount of insurance in force outside of Canada. 

The data available relating to the operations outside of 
Canada of Canadian fire-insurance companies give the premium 
receipts and the losses on business outside of Canada for the en- 
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tire period covered. The official data given in the Annual Reports 
of the Superintendent of Insurance indicate that on the total 
business done by Canadian fire-insurance companies in Canada 
and elsewhere during the years from 1900 to 1913, the excess of 
income over expenditure amounted to a little over 12 per cent 
of the excess of premiums over losses. The income from invest- 
ments is a relatively small fraction of the total income of fire- 
insurance companies. Making a small allowance for income from 
investments and for the greater cost of operating abroad than at 
home, 10 per cent is taken as the percentage of excess of income 
over expenditure to the excess of premiums over losses for the 
business of Canadian fire-insurance companies outside of Canada. 

TABLE XX 

Insurance Payments to Canada by other Countries, 1900 to 1913 


In thomands of dollars 


Year 

Life insurance 

Fire insurance 

Total 

payments to 
Canada 

Canadian 
policies in 
force in other 
countries ^ 

Net income 2 

Excess of 
premiums over 
losses in foreign 
business ® 

Net income * 

1900 


58s* 

836 

84 

669 

1901 


806^ 

hm 


924 

1902 



1,345 

134 

1,162 

1903 

64,219 

1,284 

1,787 

179 

1,463 

1904 

76,358 

1,527 

1,196 

120 

1,647 

1905 




160 

L 953 

1906 

9 P, 7 ii 

1,994 


29 

2,023 

1907 

110,756 

2,215 

981 

98 

2,313 

1908 

120,952 

2,419 

779 

78 

2,497 

1909 

I 3 L 295 


1,634 

163 

2,789 

1910 

141,832 

2,837 

1,427 

143 

2,980 

1911 

1575I15 

3,142 

1,194 

II9 

3,261 

1912 

175,141 

3,503 

1,428 

143 

3,646 

1913 

194,721 

3,894 

1,027 

103 


Total. . 


29,653 


1,671 

3 L 324 


1 Cost of Living Report, vol. ii, p. go6. 

2 Tile method used in obtaining the figures given in these columns is explained in the text. 
8 Annual Reports of the Superintendent of Insurance. 

* Estimated from incomplete data. 
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Table XX presents the estimated amounts of the insurance 
pa3niients to Canada by other countries. 

Coats, ^ basing his estimate on a different method of calcula- 
tion whose details are not given, and using only data for the 
years 1902 to 1913, estimates at $20,000,000 the excess of in- 
come over expenditure on the business of Canadian life-insurance 
companies outside of Canada, as compared with the present 
estimate of $29,600,000, He presents no estimate for fire-in- 
surance companies. 

Expenditures by Tourists in Canada 

The only method available for reaching an estimate of the 
expenditures by tourists in Canada is to make an estimate of the 
average expenditures by each tourist in Canada and to multiply 
that estimate by the number of tourists recorded as having 
entered Canada. No statistics are collected for tourists entering 
Canada from the United States.^ Their expenditures, which are 
unquestionably of considerable importance,^ can only be guessed 
at. It has been estimated by Canadian newspapers that in the 
summer of 1920, $50,000,000 was spent by American tourists in 
Canada. Allowance being made for the rise in prices and for the 
increase in tourist traffic, this figure has been used as a rough guide 
in making the estimate. For ocean tourists holding cabin tickets 
on the steamers, it is estimated that the average expenditure is 

i Cost of Limig Report, vol. ii, p. 906. 

® “During the year ended June 30, 1909, more than 9,000,000 people entered the 
United States over the northern border. No doubt the number crossing from the 
United States to Canada was equally great. U. S. Commissioner of Immigration’s 
Report for 1911, p. 158. If only 5 per cent of these were tourists to Canada and if 
each tourist spent in Canada on the average only $30, the total expenditure would 
exceed the estimate made in Table XXI. The American consul at Halifax, after 
a careful study of the available data, estimated that 60,000 American tourists in 
Nova Scotia spend, during the four summer months, on the average at least $42.50 
each. (U. S. Dept, of Commerce, Monthly Consular and Trade Reports [Dec. 1909], 
No. 351, pp. 24s seq.) 

® “Many of the %vealtMer classes of the Southern States spend their entire 
summers across the border, and from Nova Scotia to Vancouver the Canadian 
borderlands and islands along the wateiw^ays are dotted with the summer homes of 
Americans.” H. S. Van Sant, U. S. consul at Kingston, Ontario, in U. S. Dept, of 
Commerce, Monthly Consular and Trade Reports (June, 1909), No. 345, p. 207. 
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$1,000. This is the estimate made by Paish in 1910 for the 
average expenditure of all tourists in the United States, and fol- 
lowed by the study of the American balance of trade made for 
the Harvard University Committee on Economic Research, and 
by Coats in his study of the Canadian balance of trade.^ 

One thousand dollars seems an unreasonably high estimate for 
expenditures in Canada by those tourists whose standard of ex- 
penditure is low enough to induce them to travel to Canada in 
the steerage, especially when it is considered that any one who 
states that he comes to Canada on a visit and not for permanent 
residence is classed as a tourist by the immigration authorities, 
and that children as well as adults are included in the statistics. 
Three hundred dollars is taken as a sufficiently generous estimate 
of the average expenditures in Canada of tourists who arrived 
steerage. 

Statistics of tourist arrivals at ocean ports and thb estimated 
expenditure of all tourists in Canada are given in Table XXI. 

Coats 2 estimates that tourists other than American spent in 
Canada $125,000,000 during a period approximately the same 
as that studied here, and that American tourists spent about 
$i 5,000,000 more in Canada during the period than was spent by 
Canadian tourists in the United States. His estimate for the 
expenditures of tourists in Canada other than Americans exceeds 
the one reached in this study by about $55,000,000. But Coats 
estimates the number of saloon tourists arriving in Canada at a 
higher number than the official statistics used here,^ and esti- 

^ Sir George Paish, The Trade Balance of the United States^ National Monetary 
Commission, 1910 (6ist Cong., 2d Sess., Sen. Doc. 579), pp. 180-182; Bullock, 
Williams, and Tucker, “The Balance of Trade of the United States, Harvard 
Review of Economic Statistics, Preliminary Volume No. 3, p. 230; Cost of Living 
Report, voL ii, p, 905. 

® Ihid., pp. 896, 897, 904, 905* 

® The official statistics of saloon tourists are not included in any of the general 
tables complied by the Immigration Branch, and are buried in an inconspicuous 
part of the text of the annual reports of the Commissioner of Immigration. Mr. 
Coats seems to have been unaware of their existence. He divides the total number 
of saloon arrivals into returned Canadians and tourists, overlooking the fact that 
some immigrants travel on ffist-class tickets. He thus reaches an overestimate of 
the number of saloon tourists, and an underestimate of the number of immigrants. 
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mates at $1,000 the expenditures of both saloon and steerage 
tourists, whereas $300 is the figure used here for expenditures by 
steerage tourists. 

Expenditures by Canadlyn Tourists 

The expenditures of Canadian overseas tourists are estimated 
on the basis of $1,000 spent abroad, including transportation 
charges, by each Canadian who travels on a first-class ocean 
ticket, and $300 spent abroad by each Canadian who travels 
steerage. The figures of Canadian tourists are obtained from 

TABLE XXI 

Tourist Expenditures in C\n.u)a, 1900 to 1913 


In thousafida of dollars 



Saloon tourist arrivals ! 
at ocean ports t 

Steerage tourist arrivals 
at ocean ports 

' Expenditures 


Year 

Number ^ 

E.rpenditures ! 
($^1000 each) 1 

Number 2 

, Expenditures 
1 ($300 each; 

' of American 

I tourists 

expenditures 

1900 

1,978 

1,97s 1 

253 

j 76 

i 5,000 

7,054 

1901 

2,896 

2,896 1 

312 

; 94 

5,000 

7,990 

1902 

3 j 439 

3,439 j 

362 

! 109 

' 7,500 

11,048 

1903 

2,902 

2,902 1 

414 

1 124 

1 7,500 

10,526 

1904 

2,405 

2,40s ; 

1,262 

! 379 

: 10,000 

12,784 

1905 

2,576 

2,576 1 

2,562 

; 768 

10,000 

13,344 

1906 

3>345 

37345 ' 

37X70 

1 95X 

' 12,500 

16,796 

1907 

2,223 

2,223 : 

4,902 

i 1,471 

■ 12,500 i 

16,194 

X908 

2,695 

2.695 ; 

5,023 

1 1,507 

. 15,000 

! 19,202 

1909 

2,952 

2,952 : 

5,338 

’ 1,601 

‘ 1 5,000 i 

' ^9,553 

1910 

5,194 1 

5,194 : 

6,833 

; 2,050 

• 17,500 

24,744 

1911 

6,543 

6,543 

7,244 

; 2,173 

, 3 7,500 

26,216 

1912 

6,39s ’ 

6,598 ; 

10,016 

I 3,005 

; 20,000 j 

; 29,403 

1913 

7,088 1 

7,088 1 

11,229 

: 3,369 

' 20,000 1 

1 30,457 

Total. . 


52,634 ! 

i 


17,677 

( 

175,000 

' 245,311 


J Canada; Dept, of the Interior, immigation Branch, Amual Reports. Adjusted to calendar year 
basis from fiscal year statistics. From 1900 to 1904 the data are compilations from the reports of 
separate ports. The figures for igog and 1910 are estimates based on incomplete data. Arrivals via 
United States ocean ports are included. 

s Canada: Department of Immigration and Colonization, Immigration Facts and Figure.^^ 1920. 
Adjusted to calendar year basis from fiscal year statistics. Arrivals via United States ocean ports are 
included. 
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the official statistics for returned Canadians arriving at ocean 
ports, including United States ports. The “returned Canadians ” 
who travel steerage consist in large part of alien residents of 
Canada who return from a visit to their native country. For 
expenditures of Canadian tourists in the United States, there is 
no information upon which to base an estimate. The number 
of American tourists who visit Canada is probably much greater 
than the number of Canadian tourists who visit the United 
States.^ But Canadians do a considerable amount of shopping 
in the United States and only a small fraction of their purchases 
is declared to the customs inspectors, whereas the expenditure 
of tourists in Canada is almost wholly for transportation, hotel, 
and other services. On the other hand, the average standard of 
^ Cf. Cosl of Living Report ^ vol. ii, p. 905. 

TABLE XXII 

ExPENDiTUiiES Abroad by Canadian Tourists, 1900 to 1913 


In thousands of dollars 


Year 

Saloon 
returned 
Canadians ^ 

Expenditures 
($1000 each) 

Steerage 
returned 
Canadians ^ 

Expenditures 
($300 each) 

Expenditures 
in United 
States 

Total 

expenditures 

1900 

3,154 

3 .IS 4 

937 

281 

2,500 

5,935 

1901 

3,523 

3,523 

1,273 

382 

2,500 

6,405 

1902 

3,290 

3,290 

1,623 

487 

3,750 

7,527 

1903 

S,oii 

3,011 

2,177 

653 

3,750 

7,414 

1904 

2 > 7 S 4 

2,754 

3,919 

1,176 

5,000 

8,930 

1905 

3.964 

3,964 

8,133 

2,440 

5,000 

11,404 

1906 

S.623 

5,623 

11,652 

3,496 

6,250 

15,369 

1907 

4,672 

4,672 

16,337 

4,901 

6,250 

15,823 

1908 

4,469 

4,469 

20,538 

6,161 

7,500 

18,130 

1909 

4.40s 

4,405 

25,589 

7,677 

7,500 

19,382 

1910 

6,426 

6,426 

32,874 

9,862 

8,750 

25,038 

1911 

8,544 

8,544 

37,746 

11,324 

8,750 

28,618 

1912 

9.443 

9,443 

45,207 

13,562 

i 10,000 

33,005 

1913 

11,264 

11,264 

53,153 

15,946 

10,000 

37,210 

Total. . 


74,542 


78,348 

87,500 

240,390 


2 See note 1 to Table XXI, wHcb applies also to tbe data in this column, 

® Canada: Dept, of Immigration and Colonization, Immigration Facts and Figures^ 1920 . Adjusted 
to calendar year basis from fiscal year statistics. 
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expenditure is probably much higher for the American tourists 
who \dsit Canada than for the Canadian tourists who visit the 
United States. The best guess possible in the absence of any 
statistical data is that Canadian tourists spend one half as much 
in the United States as is spent by American tourists in Canada. 

Table XXII presents the statistics of expenditures by Cana- 
dian tourists abroad, as estimated. 

Sundry Items 

There are a number of minor items of purchases and sales 
abroad of services by Canadians, for most of which statistical 
data are not available. Over 300 consuls and vice-consuls are 
maintained in Canada by foreign countries, and a number of 
trade commissioners by Great Britain, and their expenditures in 
Canada to the extent to which they are met by remittances 
from their home countries and not by fees collected in Canada — 
should be considered as a credit item in the balance of inter- 
national indebtedness. The expenditures of customs and immi- 
gration officials maintained by the United States in Canada 
should be similarly accounted for. There are always a consider- 
able number of American and British commercial travelers and 
other agents in Canada, and their expenditures in Canada should 
also be considered as an export of services. 

The only items of any importance on the other side of the bal- 
ance are the expenditures in foreign countries of the Immigration 
Branch of the Department of the Interior in propaganda, office 
expenses, etc., and the mail and other subsidies paid to foreign 
steamship lines by the Canadian government. For these two 
items ofiicial statistics are collected. Canadian grants to missions 
abroad should also be mentioned, but no data as to their amount 
are available. 

The expenditures of the immigration sendee in foreign coun- 
tries during the period under study amounted approximately to 
a total of $7,750,000.^ The mail and other subsidies granted 
during the same period amounted approximately to a total of 
$19,450,000.^ Of this total, approximately 15 per cent went to- 

1 Immigralion Facts mid Figurcst 1920, p. 22. 

^ Canada: Fabiic Accounts, 1920, p. 7S* 
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steamship lines engaged in internal trade/ leaving 8$ per cent, or 
approximately $16,500,000, as the payments on vessels sailing 
between Canada and other countries. Of this amount a minor 
fraction was paid to Canadian companies. The total amount of 
the payments made to foreign countries on account of the two 
items here considered may be taken to be roughly $20,000,000. 
There are no statistical data for the expenditures in Canada of 
ofl&cials of other countries or of commercial travelers and other 
agents of foreign business companies, but the amount of such 
expenditures is unquestionably at least as great as the payments 
by Canada discussed above. In the absence of data, it will be 
assumed that these two groups of items offset each other, and no 
further account will be taken of them in the final tabulation of 
the balance of international indebtedness. 

The consideration of interest payments to and by Canada is 
postponed to the next chapter, where they will be dealt with in 
connection with capital investments. It is not yet possible, 
therefore, to strike a balance of the imports and exports of 
services. 

^ Computed from detailed data given in Canada: Dept, of Trade and Commerce, 
Annual Report, 1913, Part IV, pp. 28, 29. 



CHAPTER V 


CAPITAL INVESTMENTS, INTEREST PAYMENTS, AND THE 
CANADIAN BALANCE OF INTERNATIONAL INDEBTEDNESS 

Canadian Investsients Abroad and Interest Receipts 
Therefrom 

Owing to the almost complete absence of statistical data con- 
cerning the interest receipts from Canadian investments abroad, 
it is necessary to reach an estimate of the amount of such invest- 
ments as a basis for estimating the interest payments to Canada 
from abroad. 

There were during the period under study practically no public 
issues of foreign securities in Canada. Canadian financiers, it is 
true, have in recent years specialized in the promotion of light 
and powTr and tramw^ay enterprises, and a number of public 
utilities in the United States, Cuba, Mexico, Porto Rico, Brazil, 
and Spain are controlled by Canadian interests. But the bulk 
of the capital actually invested in these enterprises is British. 
The Canadian control rests on owmership of common stock, con- 
sisting in large part of promoters’ shares, and in most cases rep- 
resenting only a small fraction of the actual capital invested in 
the undertaking. The financing of these enterprises was done 
mainly through bond issues floated in London. Bonds issued by 
corporations operating under Canadian charters in foreign coun- 
tries amounted from 1909 to 1913 inclusive to $120,500,000, of 
which only $7,200,000 were taken up in CanadaA 

Private investments by Canadians in foreign securities, espe- 
cially high-grade American investment securities, were, however, 
substantial in amount. The Mmetary Times, of Toronto, in a 
recent issue commented on these holdings as follows: 

Notwithstanding the liquidation that has taken place in three and a half 
years of war, it is said that there is still a considerable amount of high-grade 


^ E. R. Wood, Annual Raiews of the Bond Market in Canada. (Published by 
Dominion Securities Corporation, Ltd., Toronto.) 
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United States investment stocks held in the Dominion. Before the war the 
business in Wall Street stocks transacted by Montreal and Toronto brokers 
probably exceeded the business done in Canadian stocks. Many Canadian 
capitalists and financiers were accustomed to carry considerable lines in 
the United States stocks; also the wealthy American residents in Canada 
and the highly paid executive officials of large United States branch indus- 
trials located in this country, naturally leaned towards United States 
securities in making their investments 

Canadian railways owned or controlled 7,197 miles of road in 
the United States in 1912.2 These were largely roads acquired 
before 1900, but some investment in expansion of lines, equip- 
ment, and teminal facilities was made during the period under 
study. The Canadian insurance companies operating abroad 
also had investments abroad in conformity with the insurance 
laws of the countries in which they operated, but no statistics 
relating to them are published. It is conservatively estimated, 
on the basis of the scanty information available, that the miscel- 
laneous foreign investments of Canadian capital made in the 
period under study amounted to $50,000,000, distributed fairly 
evenly through the period. 

In addition to the miscellaneous investments, there are impor- 
tant investments abroad by the Canadian banks. The Canadian 
banks hold substantial amounts of foreign securities, largely rail- 
way securities. Eckardt has estimated that, of the total holdings 
of railway securities by the Canadian banks on February 28, 1901, 
amounting to $27,496,000, at least $18,000,000 were foreign 
securities.^ It will be estimated here that two thirds of the hold- 
ings of railway securities by the Canadian banks consisted, 
throughout the period, of foreign securities. But more important 
than the holdings of foreign securities by the banks were their 

^ Monetary Times (Toronto), May 3, 1918. Canadian holdings of United States 
Steel stocks in 1914 amounted to $7,892,000. January 3, 1919.) A Montreal 

capitalist, James Ross, at his death in 1913 left American securities amounting to 
over $3,000,000. (Ibid., December 27, 1913.) In the lists of the Montreal and 
Toronto Stock Exchanges for 1912 and 1913 were included the securities of 14 
non-Canadian enterprises, in 8 of which the annual transactions were substantial 
in amount. 

® Canadian Annual Revieuf, 1912, p. 633. 

^ H. M. P. Eckardt, Journal of the Canadian Bankers* Association, vol. x, No. 2 
(January, 1903), p. 4. 
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direct banking investments in foreign countries. The Canadian 
banks have a large number of branches abroad, and they also 
keep a considerable amount of funds in call loans abroad or on 
deposit with foreign banks. Tables XXIII and XXIV present 
the estimates of investments abroad by Canadian banks. 

The bulk of the Canadian banking investments abroad con- 
sisted of call loans in New" York, and on these the interest rate 
averaged 3.6 per cent throughout the period under study,^ The 
net income would, of course, be substantially less, as banking 
expenses would have to be deducted therefrom. The interest 
on other Canadian investments abroad should average higher, 
probably somewhere betw^een 4 and 5 per cent. It will be esti- 
mated that the average return on all Canadian investments 
abroad was 4 per cent. On December 31, 1899, the investments 

^ Cost of Living Report, voi. ii, p. 904. 


TABLE XXni 

Investments of Canadian Banks in Foreign Securities, 1900 to 1913 
In thousands of dollars 


Year as of December 31 

Holdings of rail- 
way securities by 
Canadian banks 
Total s 

Holdings of rail- ; 
way securities by * 
Canadian banks 
estimated foreign ^ , 

Increase in hold- 
ings of foreign 
securities over 
preceding 3'ear 

1899 

14,663 

9,775 


1900 

25,507 

17,005 

7,230 

1901 

31,994 

21,329 

4,324 

1902 

36,925 

24,617 

3,288 

tgos 

38,351 

25.567 

950 

1904,,.. 

38.744 

25,829 

262 

190s 

39,649 

26,433 

604 

1906 

4 X, 45 S i 

27,637 , 

1,204 

1907 

41,971 

; 27,981 ; 

344 

1908 

44,213 1 

i 29,475 1 

1,494 

1909- 1 

50,051 i 

33,367 


1910 

59 , 5^9 ; 

1 39,679 ' 

6,312 

1911. — * 

64,889 1 

43,259 * 

3,580 

1912. 

68,840 i 

45,893 1 

2,634 

19^3 1 

71,108 1 

47,405 j 

1,S12 

Total ^ 

1 

1 

! 37,630 

i 


^ Canada Gazette^ Monthly Bank Suppleraeats, 


* Two tliirds of psrecediag colnma. 
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abroad of Canadian banks, including both security and banking 
investments, amounted to $69,309,000. It is estimated, on the 
basis of what data have been found, that Canadian capital abroad 
in 1899 amounted to $100,000,000. Table XXV presents the 
final estimates of Canadian capital investments abroad, and 
interest receipts therefrom. 

Preliminary Balance oe International Indebtedness 

Estimates have now been made for all the important classes of 
international transactions, with the exception of interest payments 
by Canada on its capital borrowings from abroad. The Canadian 
balance of international indebtedness in each year represents 
Canada’s net borrowing or lending of capital, or the difference 

TABLE XXIV 

Banking Investments by Canadian Banks Outside of Canada, 

1900 TO 1913 ^ 

In thousafids of dollars 


Assets in foreign countries 


Year 
as of 

Dec. 31 

Due from banks in 

Call loans 
outside of 
Canada 

Current 
loans outside 
of Canada 

Specie held 
outside of 
Canada 2 

Total assets 

United 

Kingdom 

Foreign 

countries 

1899 

12,078 

22,291 

25,303 ® 

13,896 ® 

2,797 

76,365 

1900 

5,249 

11,677 

27,234 

20,079 

3,475 

67,714 

1901 

6,883 

11,456 

45,263 

32,160 

5,330 

101,092 

1902 

9,023 

13,694 

43,704 

34,131 i 

6,324 

106,876 

1903 

9,258 

12,703 

34,991 

18,616 

5,861 

81,429 

1904 

9,041 

20,849 

48,782 

17,344 

6,598 

102,614 

1905 

8,308 

14,344 

61,010 

30,882 

7,491 

122,035 

1906 

7,844 

15,512 

58,958 

36,475 

10,912 

129,701 

1907 

6,074 

16,308 

43,509 

22,928 

9,079 

97,898 

1908 

14,662 

34,929 

97,136 

30,351 

11,374 

188,452 

1909 

7,295 

24,114 

138,505 

40,072 

12,76s 

222,751 

1910 

13,823 

24,486 

90,710 

40,400 

11,998 

181,417 

1911 

20,740 

25,667 

92,106 

37,970 

13,703 

190,186 

1912 

10,119 

23,435 

105,952 

40,990 

14,798 

195,294 

1913 

9,312 

25,601 

115,984 

58,305 

19,478 

228,680 


^ Data compEed from Canada GazeitCt Monthly Bank Supplements. 

» Separately reported only since July, IP13. Estimated to be 17 per cent of deposits outside of 
Canada, which was the average for July, to January, 1914. 
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between its borrowings and loans. If the basic items so far con- 
sidered be tabulated and the balances between the debit and the 
credit items struck for each year, and if there be added to these 
balances the amounts of Canadian capital invested abroad, or 
deducted from them the amounts of Canadian capital wdthdraTO 
from abroad in each year, the resulting figures should represent 
for each year the amounts of foreign capital invested in Canada 
in that year, minus the interest payments by Canada in that year 
on the total foreign capital invested in Canada.^ This calculation 
is made in Table XXVI. 

^ Minus the interest payments by Canada, because the interest charges have 
not yet been added to the debits as imports of services, and the debit balances are 
too low by the amounts of such charges. 


TABLE XXIV 

Banking In^-estments by Canabixn Banks Outside of Canada, 
1900 TO 1913 ^ 


In thousands of dollars 


Year 
as of 

Dec. 31 


Liabilities in foreign countries 

> Excess of as'iets over 

1 liabilities 

Due to banks in 

i 

1 Deposits 

1 outside of 

1 Canada 

^ Total 
; liabilities 

, Amount 

1 Increase or 
‘ decrease over 
! preceding 
{ year.'* 

United 

Kingdom 

! 

Foreign 

countries 

1899 

4,360 

I 

90S 

16,451 ® 

' 21,719 

54,646 


1900 

4,190 


526 

! 20,442 

25,158 

42,556 

1 1 2,0 go 

1901 

3,754 


1,052 

, 31,355 

36,161 

64,931 

' 2 2,375 

1902 

5,611 

i 

1,157 

i 37,199 

43,967 

62,909 

2,022 

1903 

2,884 

1 

1,830 

; 34,479 

39-193 

; 42,236 

20,(573 

1904 

2,452 


1.224 

38,814 

42,490 

' 60,1 24 

17,888 

1905 1 

4,098 

1 

1,569 

44,063 

40,730 

; 72,305 

; 12,181 

1906 

8,207 


1,716 

1 64,191 

74,114 

55,587 

i 

1907 

10,330 

! 

4,74^ 

; 53407 

' 68,479 

29,419 

1 26j6S 

1908 

2,1 86 


^,079 

i 66,903 

72,008 

116,384 

86,965 

1909 

, 2,011 


3,SSS 

: 75,088 

■ 80,657 

342,094 

1 25,710 

19x0 

‘ L573 

\ 

4-374 

j 70,574 

; 76,521 

104,896 

1 37dQ^ 

1911 

1 4,350 


5,364 

' 80,606 

1 90,420 

' 99,766 

1 3A30 

1912 

1 8,312 


7,982 

! ^7,050 

1 103,344 

' 9L9SO 

i 7,Si6 

1913 

i 12,8x0 

1 


8,267 

: 103,403 

'' 124,480 

* 104,200 

i 12,250 

1 

Total. . 




i 

1 


i 49jS54 


® As of July 31, 1900; not reported separately before this date. « Decreases in Italics. 



94 


CANADA’S BALANCE OF TRADE 


Interest Rates on Foreign Capital invested in Canada 

The final results of the calculation made in Table XXVI rep- 
resent the amounts of foreign capital invested in Canada minus 
the interest payments by Canada on these investments. If esti- 
mates are made of the rates of interest paid on foreign capital 
invested in Canada, and of the total amount of foreign capital 
in Canada at the beginning of the period, it will be possible from 
the results of Table XXVI to calculate the amounts of the interest 
payments made by Canada and of the investments of foreign 
capital in Canada during the period of this study. 

As the interest on foreign capital invested in Canada was an 
important item in the Canadian balance of international indebted- 


TABLE XXV 

Canadian Capital Investments Abroad and Interest Receipts 
Therefrom, 1900 to 1913 


In thousands of dollars 


Year 

Investments by 
Canadian banks in 

Miscellaneous 

Canadian 

investments 

abroad 

Total » 

Total 

Canadian 

capital 

abroad 

Interest 
receipts 
therefrom ® 

Foreign 

securities 

Banking 
abroad ^ 

1899 





100,000 


1900 

7,230 

12pgo 

2,000 

2, 860 

97,140 

4,000 

1901 

4,324 

22,375 

2,000 

28,699 

125,839 

3,886 

1902 

3,288 

2^022 

2,000 

3,266 

129,105 

5,034 

1903 

950 

20,673 

3,000 

16,723 

112,382 

5,164 

1904 

262 

17,888 

3,000 

21,150 

133,532 

4,495 

1905 

604 

12,181 

3,000 

15,785 

149,317 i 

5,341 

1906 

1,204 

i6fYi8 

3,000 

12,514 

136,803 

5,973 

1907 

344 

26^168 

4,000 

21,824 

114,979 

5,472 

1908 

1,494 

86,96s 

4,000 

92,459 

207,438 

4,599 

1909 

3,892 

25,710 

4,000 

33,602 

241,040 

8,298 

1910 

6,312 


5,000 

25,886 

215,154 

9,642 

1911 

3,580 

5,^30 

5,000 

3,450 

218,604 

8,606 

1912 

2,634 

7,816 

5,000 

182 

218,422 

8,744 

1913 

I,SI2 

12,250 

5,000 

18,762 

237,184 

8,737 

Total..: 

37,630 

49,554 

50,000 

137,184 


87,991 


1 Withdrawals of capital from abroad ia italics. 

2 Four per cent of amounts, one year preceding, of total Canadian capital abroad. 
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ness, it is important to secure as accurate an estimate as possible 
of the rate of interest actually paid. Sir George Paish stated in a 
speech in Toronto on December 4, 1913, that Great Britain had 
lent £500,000,000 to Canada at only slightly over 4 per cent, 
but that the capital borrowed by Canada from the United States 
had been charged for at a higher rate.^ Sir Edmund Walker, an 
eminent Canadian banker, estimated at 4I per cent the average 
rate of interest on foreign investments in Canada.^ Coats takes 
the average interest rate on British capital in Canada at 5 per 
cent throughout the period from 1900 to 1914.® More direct in- 
formation is available bearing on the rates at which issues of 
securities were sold and the average yield of various securities 
at their market prices during the period under study. 

Lehfeldt, from a careful study of the primary records, obtained 
the following as the average rates of interest at which colonial 
fixed-income stocks were issued in Great Britain: ^ 

Average Rate oe Return on Large Colonial Investments issued 
TO PAY A Fixed Rate of Interest 


Year 

Per cent 

Year 

Per cent 

1900 

3-20 

1907 

3*99 

1901 

340 

1908 

4-04 

1902 

3-21 

1909 

3-96 

1903 

3-21 

1910 

4.19 

1904 

3.78 

1911 

4*03 

1905 

3-78 

1912 

4-30 

1906 

3-85 

1913 

4.44 


These averages cover bond and preferred stock flotations, but 
do not include common stock issues. Lehfeldt found, however, 
that common stock issues are only 10 per cent of the total British 
investments in large issues, and the percentage of common stock 
issues to total British investments outside of Great Britain would 
undoubtedly be even lower. He found, also, that the yield of 
common shares of large companies did not exceed by much the 

^ Canadian Annual Review, 1913, p. 28. 

2 Reported by T. H. Boggs, “ Capital Investments and Trade Balances within 
the British Empire,’^ Quarterly Journal of Economics, vol. xxix, p. 786. 

® Cost of Living Report, vol. ii, p. 891. 

^ R. A. Lehfeldt, ‘^The Rate of Interest on British and Foreign Investments,’^ 
Journal of the Royal Statistical Society, January and March, 1913. 
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interest paid on ‘^‘loan money/^ the difference being roughly I 
of one per cent in favor of shares.^ 

Lehfeldt's study shows that there was a stead^^ trend through- 
out the period toward higher interest rates, but that not until 
1908 did the average rate on new issues reach 4 per cent, and at 
no time during the period did it reach as high as 4.5 per cent. It 
■was a matter of general comment in the financial press during 
this period that Canadian issues w^ere being floated in London at 
more favorable rates than the issues of any other foreign or 
colonial countries. Lehfeldt's calculations, since they do not 
separate Canadian from other colonial capital flotations, and, 
moreover, do not cover the investments of the United Slates in 
Canada, which to only a very slight extent take the form of 
purchases of fixed-income securities, cannot be used as an index 
of the rate of interest paid on foreign capital invested in Canada. 
They are useful, however, as a check on other calculations. 

Table XXVII presents some data, obtained from Canadian 
sources, bearing on the rate of interest yielded by Canadian in- 
vestments. Also included in the table is an index of average 
annual interest rates yielded by investments in Canada for the 
period from 1900 to 1913, as computed from the data presented. 
The figures presented in this table for the average rate of interest 
yielded by various investments in Canada require a further note 
of explanation. With two exceptions, the data used in com- 
puting the final index w’-ere based on current market prices. The 
figures for the average rate of interest on the bonded debt of Can- 
ada were based on the par value of the debt. The figures for the 
average yield of the security investments of insurance companies 
were based on the book values, which, it may be supposed, were 
the cost prices less a depreciation reserve or less current deduc- 
tions for depreciation in value. Because of the general upward 
trend of interest rates during the period, fixed-income securities 
fell in pri’ce.® The indices for yields of bonds in terms of current 
market prices therefore overestimate the rate of interest actually 
paid on the original investments. On the other hand, prices of in- 

^ Op. cit.j March, 1913, p. 415. 

® Cf. Cost of Living Report^ vol. ii, pp. 622, 709. 
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dustrial and other common shares rose considerably, and of pre- 
ferred shares rose moderately, during the period.* The indices for 
the yields of these securities in terms of current market prices un- 
derestimate, therefore, the rate of jdeld of the original invest- 
ments. A crude allowance has been made for the greater relative 
importance of bonds in the foreign investments in Canada, and 
also for the magnifying influence on the index, of interest yields if 
computed in terms of actual current prices, by giving to the index 

^ Cf. Cost of Living Report, vol. ii, pp. 602 seq. 


TABLE XXVII 

Rate of Interest yielded by Investments in Canada, 1900 to 1913 


Year 

Mxmicipal bonds. Aver- 
age interest yield at 
current market prices 1 

Industrial, railroad, and 
financial stocks and bonds. 
Interest yield at current 
market prices ® 

Average 
rate of 
yield on 
securi- 
ties and 
loans of 
all fire 
insurance 
com- 
panies in 
Canada 3 

Average 
rate of 
interest i 
of pre- 
ceding 
items 

Govern- 
ment of 
Canada. 
Average 
rate of 
interest 
paid on 
bonded 
debt ^ 

Average 
rate of 
interest 
yielded 

foJmgn 
invest- 
ments in 
Canada 

Provin- 

cial 

govern- 

ments 

Large 
cities 
and ^ 
Ontario 
coun- 
ties 

Large 

Ontario 

towns 

and 

town- 

ships 

! 

Com- 

mon 

stocks 

Pre- 
ferred 
stocks j 

Bonds 

1900 

3-S6 

3.81 

4.06 

S-3 

5-5 

4.99 

3-51 1 

4.39 

3-67 

4*03 

1901 

3-7S 

1 3.93 

4.19 

5-2 

S -5 1 

S.OO 

3‘Si 1 

4-44 1 

3-67 

4.05 

1902 

3-75 

i 3-93 

4.19 

S-i 

s-s 

4.94 

3-64 

443 

3-67 

4.05 

1903 

3-75 

1 3-93 

4.19 

5-2 

6.3 

$.20 

3.84 

4.63 

3-67 

4 -iS 

1904 

3-75 

1 3-93 

4.19 

5-3 

6.S 

S -33 

3-94 

4.71 

3-63 

4.17 

190S 

3-S6 

3-93 

4.06 

4-9 

6.3 

5-04 

1 3-90 

4.53 

3-63 

4.08 

1906 

3 -S 6 

3-93 

4.06 

1 5-0 

6.7 

5-00 

4.22 

4.64 

3.66 

4.15 

1907 

4.12 

4.62 

5-00 

5-6 

7.0 

5-22 

4.12 

5-09 

3-57 

4-33 

1908 

4.12 

4.62 

5.00 

5-6 

7*3 

5*29 

4-32 

5.18 

3-36 

4.37 

1909 

3-^7 

4.12 

4.31 

5*2 

6.5 

5.06 

4.29 

4.76 

3-56 

4.16 

1910 

3,90 

4.21 

4-56 

5-3 

6.4 

5.04 

4.36 

4*83 

3-53 

4.18 

1911 

3-95 

4.29 

4.67 

5.6 

6.1 

0’O6 

4-50 

4.88 

3-49 

4.18 

1912 

4.12 

4-75 

5-12 

5 -S 

5-9 

5.06 

4.61 

S-Oi 

3-47 

4.24 

1913 

4-30 

5*37 

I 

6.25 

5-7 

6.0 

5-21 

5-43 

547 

1 

343 

445 


1 C. H. Burgess, “Review of the Municipal Bond Market, iSpd-xgiSj” ia Monetary Times Annual, 
January, 1914, pp. 80, 81. 

® Cost of Living Report, vol. ii, p. 625; 55 common stocks, s preferred stocks, and g bonds used in 
makmg up these averages. 

* Computed from statistics in Canada Year Books and Annual Reports of the Superintendent of 
Insurance, covering the amounts of income-earning assets in Canada and the interest and dividends 
from stocks, etc. 

* Canada: Public Accounts, 1914, p. 75; based on par value of bonded debt, and exclusive of do- 
mestic loans. 
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for the yield of Canadian government bonds on a par value basis 
equal weight with the seven other indices combined. 

Canada was obliged to pay interest, during the period under 
study, on foreign capital invested in Canada before 1900 as well 
as on the capital invested subsequent to 1900. Unless the loans 
matured and were converted to new loans on a different interest 
basis, the rates of interest payable on the investments made be- 
fore 1900 would be those current at the time such investments 
were made. 

Interest rates were relatively high before 1890 but were at an 
unusually low level in the last decade of the nineteenth century. 
In 1898 the Canadian government placed a large-sized loan at a 
price to yield only slightly over 2I per cent. Foreign investments 
made in Canada prior to 1900 consisted to a great extent of gov- 
ernment and municipal loans and low-yield railroad and public 
utility bonds. Some important share investments had failed to 
yield dividends. It is estimated that on investments of foreign 
capital in Canada made before 1900 the average yield w^as 3 per 
cent until 1907, and, to make allowance for later conversion of 
old loans at higher rates, 4 per cent after 1907. 

Sir Frederick Williams -Taylor, for many years the manager of 
the Bank of Montreal in London, in 1902 estimated at £205,405,- 
100 the total investments of British capital in Canada to date, 
through public flotations of securities.^ In 1900 and 1901 the 
total public issue in London of new Canadian securities amounted 
to £2,282,000,^ making the total public investment of British 
capital in Canada amount, at the end of 1899, to £203,123,100, 
or $989,209,497. Adding $150,000,000 for United States in- 
vestments in Canada,® and $60,000,000 for British investments 
privately made and for investments in Canada of all other coun- 
tries, gives a total investment, of foreign capital in Canada at 
the beginning of 1900, of approximately $1,200,000,000. 

^ F. Wiilkms-Tayior, “Canadian Loans in London,” Umted Empire, December, 
1912. 

2 Economist (London), November 16, 1912, p. 1013. 

® The estimate made by K. T. Bacon, “American International Indebtedness,” 
Yale Rmew, November, 1900. It conforms fairly well in its total figure, although 
not in details, to estimates made by other writers for later years. See Chapter vi, 
pp. 127 seq. 
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Investments oe Foreign Capital in Canada, and 
Interest Payments by Canada 

Interest on $1,200,000,000 at 3 per cent gives $36,000,000 as 
the amount of interest paid by Canada in 1900 on investments of 
foreign capital in Canada. Table XXVI presented for each year 
the investments of Canadian capital abroad and the Canadian 
net balances of indebtedness, but with interest payments by 
Canada unaccounted for. Subtraction from the interest pay- 
ments by Canada, in 1900, of the preliminary credit balance for 
1900, as shown in Table XXVI, gives as a result the amount of 
investment of foreign capital in Canada in that year. For each 
subsequent year there must be included, in the statement of the 
interest payments by Canada, interest on foreign capital invested 
in Canada from the beginning of 1900 to the end of the year pre- 
ceding, as well as interest on foreign capital invested in Canada 
before 1900. The net investment of foreign capital in Canada in 
each year can be ascertained by adding as debits the total in- 
terest payments by Canada in the corresponding year, to the 
preliminary balances of indebtedness shown in Table XXVI. 

In Table XXVIII the procedure explained in the foregoing 
paragraph is used to ascertain the amounts of both the annual 
payments of interest by Canada and the annual net ^ investments 
of foreign capital in Canada. In the calculation of the amount of 
interest pa3nnents, the index presented in Table XXVII is used 
for interest payments on capital invested subsequent to January 
I, 1900, and the estimate of 3 per cent until 1907 and 4 per cent 
after 1907 is used for investments made prior to 1900. 

The total interest and dividend payments to be made in or by 
Canada were estimated for 1912 by the Financial Post of Toronto, 
on the basis of the January payments through Canadian banks, 
of company reports and of the government loan statement, at 
$190,313,704. Of this total, $70,313,704 were accounted for by 
interest and dividends on listed securities payable in Canada, 
leaving $120,000,000 as the interest on foreign investments in 


^ /. e., tLe excess of new investments over liquidation of old investments. 
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Canada.^ In the present calculation the interest payments on 
foreign investments in Canada were estimated for 1912 as 
$117,466,000, which is under the circumstances a very close 
agreement. 

It should be noted that foreign investments in Canada are the 
only item for which a direct estimate was not made, and that the 
estimate for the amount of such investments was obtained on the 
a priori assumption that immediate obligations must approxi- 
mately balance each other each year and that any debit surplus 
remaining after the Canadian investments of capital abroad, plus 

^ Reported in U. S. Commerce Reports ^ February i, igi2. 


TABLE XXVIII 

Capital In^^estments in Cakaux and Interest Payments Tkeheon 


In thousands of dollars 


Year 

I 

Total debit 
balance 
from Table 

xxvn 

Interest payments by Canada on 
capital invested in Canada 

VI i 

Total 1 
V ' capital } 

; invested j 
Capital > in Canada i 
invested in > from iqoo ^ 
Canada in > to year , 
given year , previous 
(I + IV) ' to given 1 
year, ) 
inclusive ; 

VII 

Average 
rate of 
interest 
(Table 
XXVII) 
per cent ® 

11 

Before 

igoo 

III 

From 1900 
to year 
previous to 
given year, 
inclusive 

IV 

Total 

1900 

2,308 

36,000 


36,000 

33,692 ■: ■ ■ • ! 


1901 


36,000 

1,36s 

37,365 

49,964 ■ 33,692 ; 

4-05 

1902 

8,702 

36,000 

3,388 

39,388 

30,686 83,656 1 

4.05 

1903 

ii, 7 S 8 

36,000 

4,741 

40,741 

52,499 ' 114,242 ‘ 

4*15 

1904 

69,173 

36,000 

b >957 

42,957 

112,130 166,841 ; 

4-17 

190s 

51,367 1 

36,000 

11,382 

47,382 

98,749 278,971 i 

4,08 

1906 

47,397 1 

36,000 

15,675 

51,675 

99,072 377,720 i 

4.X5 

1907 

104,340 1 

36,000 

20,64s 

56,645 

160,985 . 476,792 J 

4-33 

1908 

148,318 i 

48,000 I 

27,871 

1 75 ,^ 7 ^ 1 

' 224,189 i 637,777 ‘ 

4*37 

1909 

I 109,590 1 

48,000 1 

357S53 

; 837858 

193,448 ' 861,966 ; 

4.16 

1910 

132,615 1 

48 ,o(x> 1 

44,116 

92,116 I 

i 224,731 T, OSS, 414 I 

4.18 

I911 

256,692 1 

48,000 

537510 

; 101,510 1 

1 358,202 T, 280,145 ’ 

4 »i8 

1912 

317,536 1 

48,000 1 

69,466 

; 117,466 1 

j 435,002 -1,638,347 ; 

4.24 

1913 

295,859 j 

48,000 

89,226 1 

. , * 

137,226 1 

[ 4337O85 12 , 073,349 j 

4.45 

i 

Total 

1,546,234 1 

1 576,000 

384,200 ; 

! ! 

; 960,200 

i 1 

12,506,434 i i 

1 ; i 



i Credit balances in italics. 


* Used in compiitiag estimates in column III. 
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all the debit items, had been set off against all the credit items, 
must represent Canadian debit obligations whose settlement was 
deferred, that is, foreign investments of capital in Canada. By 
this method the estimate of the final balance when presented will 
bear an unearned air of exactitude. On the other hand, if direct 
evidence with regard to the amount of foreign capital in Canada 
approximately bears out the estimates reached here indirectly, it 
may be justly regarded as a satisfactory verification of the calcu- 
lations made in this chapter, including the estimates for all the 
other items. The comparison of the estimate reached here of the 
amount of foreign capital invested in Canada with the direct 
evidence dealing with these investments is postponed to the next 
chapter. 


TABLE XXIX 

The Balance of Service Transactions, 1900 to 1913 


In thousands of dollars 



Debits 

Year 

Freight pay- 
ments by 
Canada 
(Table XVI) 

Insurance 
payments by 
Canada 
(Table XIX) 1 

Tourist 
expenditures 
by Canadians 
(Table XXII) 

Interest 
payments by 
Canada 

(TableXXVIII) 

Total debits 

1900 

9,210 

S27 

5,935 

36,000 

50,618 

1901 

9,550 

710 

6,405 

37,365 

54,030 

1902 

9,944 

4,285 

7,527 

39,388 

61,144 

1903 

10,831 

3,079 

7,414 

40,741 

62,065 

1904 

11,380 

3,^52 

8,930 

42,957 

60,115 

1905 

12,584 

4,687 

11,404 

47,382 

76,057 

1906 

14,557 

4,684 

15,369 

51,675 

86,285 

1907 

15,546 

3,210 

13,823 

56,645 

91,224 

1908 

14,128 

3,052 

18,130 

75,871 

111,181 

1909 

15,425 

4,198 

19,382 

83,838 

123,063 

1910 

18,78s 

3,854 

25,038 

92,116 

139,793 

1911 

23,121 

4,927 

28,618 

101,510 

158,176 

1912 

28,509 

6,357 

33,005 

117,466 

185,337 

m$ 

28,653 

6,400 

37,210 

137,226 

209,489 

Total. . 

222,223 

45,764 

240,390 

960,200 

1,468,577 


^ Excess ol expeacJitures over premium income in italics. 
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The Balance of Service Transactions 

Before proceeding to the tabulation of the final balance of 
Canadian indebtedness, there can be presented, now that the 
interest payments by Canada have been estimated, the balance 
of service transactions (Table XXIX). 

The Canadian Balance of International Indebtedness, 

1900 TO 1913 

The Canadian balance of international indebtedness can now 
be computed from the three partial balances. In the calculation 
of international balances of indebtedness, usage is fairly evenly 
divided between, on the one hand, the practice of adding imports 
of services to imports of commodities, and, on the other hand, the 

TABLE XXIX 

The BAI.ANCE of Service Trinsactions, 1900 to 1913 


In thousands of dollars 





Credits 




Year 

Freight pay- 
ments to 
Canada 
(Table 
XVIII) 

Insurance 
paj^ments to 
Canada 
(Table XX) 

Tourist i Interest 
expenditures \ parents to 
in Canada 1 Canada 
(Table XXI) j(TabIe XXV) 

Total 

credits 

Debit 

balances 

1900 

3,630 

669 

7,054 i 

4,000 

15453 

35.26s 

1901 

4,011 

924 

7,990 1 

3,S86 

16,811 

37,219 

1902 

4,333 

1,162 

11,048 I 

5,034 

21,577 

39,567 

1903 

4,549 

1,463 

10,526 1 

5,164 

21,702 

40,363 

1904 

3.931 

1,647 

12,784 1 

4,495 

22,857 

37,258 

19OS 

4,457 

LO53 

13,344 ! 

5 , .341 

25,095 

50,962 

1906 

S.062 1 

2,023 ■ 

16,796 j 

5,973 

29,854 

i 56,431 

1907 

i 5,081 1 

' 2,313 ‘ 

16,194 ! 

5,472 

29,060 i 

; 62,164 

1908 

1 5,303 ! 

I 2,497 

19,202 1 

4,599 

31,601 1 

79,580 

1909 

i 5,774 1 

2,789 

19,553 ; 

8,298 

36,414 1 

i 86,649 

1910 

5,908 1 

2,980 j 

24,744 j 

9,642 

43,274 

96,519 

1911 

j 5,931 1 

; 3,261 1 

26,216 j 

8,606 

44,014 

^ 114,162 

1912 i 

7,259 

1 3,646 1 

29,403 1 

8,744 1 

49,052 ’ 

136,285 

1913 i 

! 

: 9,210 

3,997 ; 

30,437 j 

8,737 j 

52,401 

157,088 

Total.. 

74,439 1 

1 i 

1 31,324 1 

- 

245, 3 IX 1 

87,991 j 

439,06s 

1,029,512 
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practice of subtracting, as an offsetting factor, the imports of 
services from the exports of commodities. If the ascertainment 
of the balance of indebtedness is the only object sought, both 
usages bring identical results, and the divergence is to be regarded 
merely as a difference in bookkeeping methods. But logically 
the addition of imports of services to imports of commodities ap- 
pears to have greater claim to validity. If what is sought is the 
total volume of international trade, including the trade in both 
commodities and services, the only valid method is to total all 
imports, whether of commodities or of services, on the one side, 
and all exports, whether of commodities or of services, on the 
other. 

Non-commercial transactions cannot, however, be logically 
handled in the same manner. They are unilateral in character 
and, in so far as the total volume of international trade is con- 
cerned, they exhaust their effect in bringing about an import or 
export of commodities or services already accounted for in the 
commodity and service balances of trade. To add the non-com- 
mercial debits to the other debits, and the non-commercial credits 
to the other credits, is to exaggerate the volume of international 
transactions. To subtract non-commercial debits from commer- 
cial credits, and non-commercial credits from commercial debits, 
on the other hand, is to underestimate the volume of international 
transactions. In order to make the statement of the balance of in- 
ternational indebtedness represent also as closely as is practicable 
the total volume of international transactions, the method used 
will be to add to total commodity and service debits the debit bal- 
ances of non-commercial transactions, and to add to commodity 
and service credits the credit balances of non-commercial transac- 
tions. As these balances were small, the total debits and the total 
credits will not appreciably exaggerate nor underestimate the 
actual volume of international transactions. 

Tables XXX and XXXI, which follow below, summarize in 
tabular form the material presented so far in Part I of this study. 
Table XXX presents the Canadian balance of international in- 
debtedness for the period .of this study. Table XXXI shows that 
this balance was the result of a corresponding excess of Canadian 
borrowings from abroad over Canadian loans abroad. 
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TABLE XXX 

The Canadian Balance oe International Indebtedness, 1900 to 1913 


In thousands of dollars 


Year 

1 Debits 

Commodity 
Imports 
(Table III) 

Debit service 
transactions 
(Table XXIX) 

Non-Commercial 
debit balances 
(Table X) 

Total debits 

1900 

189,276 

50,618 


239,894 

1901 

192,646 

54,030 


246,676 

1902 

212,830 

61,144 


273,974 

1903 

265,282 

62,065 


327,347 

1904 

256,827 

60,115 


316,942 

1905 

269,237 

76,057 


345,294 

1906 

329,560 

86,285 


415,845 

1907 

392,539 

91,224 


483,763 

1908 

312,575 

111,181 

7,632 

431,388 

1909 

361,862 

123,063 

4 

484,929 

1910 

450,371 

139,793 

375 

390,539 

1911 

534,168 

158,176 

8,033 

700,377 

1912 

651,232 

185,337 

23,391 

859,960 

1913 

694,205 

209,489 

34,431 

938,125 

Total 

5,112,610 

1,468,577 

73,866 

6,655,053 



Credits 


Year 

Commodity 
exports 
(Table III) 

Credit service 
transactions 
(Table XXIX) 

Non-commer- 
cial credit 
balances 
(Table X) 

Total credits 

Debit balances 
of indebtedness 

1900 

184,940 

15,353 

3,049 

203,342 

36,552 

1901 

205,169 

16,811 

3,431 

225,411 

21,265 

1902 

215,900 

21,577 

9,077 

246,534 

27,420 

1903 

226,799 

21,702 

9,624 

258,125 

69,222 

1904 

198,059 

22,857 

5,046 

225,962 

90,980 

1905 

229,098 

25,095 

8,137 

262,330 

82,964 

1906 

267,737 

29,854 

6,668 

304,259 

111,586 

1907 

271,326 

29,060 

568 

300,954 

182,809 

1908 

268,057 

31,601 


299,658 

131,730 

1909 

288,669 

36,414 


325,083 

159,846 

1910 

296,648 

43,274 


339,922 

250,617 

1911 

301,611 

44,014 


345,625 

354,752 

1912 

375,724 

49,052 


424,776 

435,184 

19x3 

471,401 

52,401 


523,802 

414,323 

Total. . 

3,801,138 

439,065 

43,600 

4,285,803 

2,369,250 
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Comparison of Present Calculation with Coats's 
Calculation 

Table XXXII presents a comparison of the results of the 
present calculation for the entire period 1900 to 1913 with Coats's 
calculation for approximately the same period. In general the 
calculations are not in close agreement either as to total results 
or as to the constituent items. The divergencies are due in part 
to the varying periods covered by the data used by Coats/ and 
to his use of the uncorrected statistics of imports and exports. 
In the main, however, they are due to the use, in the two calcula- 
tions, of different statistical data and of different methods of 

^ His study in some of its details covers the years 1900-1913; in others, igoo - 
1914; in a few instances the period covered is less than fourteen years. 

TABLE XXXI 

The Balance of International Indebtedness and Capital Investments, 

1900 TO 1913 


In ihotisands of dollars 


Year 

I 

Foreign investments 
of capital in Canada 
(Table XXVIII) 

i II 

Canadian invest- 
1 ments of 

; capital abroad 
(Table XXV) i 

III 

The Canadian debit 
balance of interna- 
tional indebtedness 

(I-II) 

1900 

33.692 

2y86o 

36.332 

1901 

49,964 

28,699 

21,26s 

1902 

30,686 

3,266 

27,420 

1903 i 

52,499 

16,723 

69,222 

1904 

112,130 

21,150 

90,980 

1905 

98,749 

13.783 

82,964 

1906 

99,072 

12,514 i 

111,586 

1907 

160,985 

21,824 

182,809 

1908 

224,189 

92,459 

131,730 

1909 

193 >448 

33,602 

159,846 

1910 : 

224,731 

2 $,886 

250,617 

I9II 

358,202 

3,450 

354,752 

1912 

435,002 

182 

435,184 

1913 

433,085 

18,762 

414,323 

Total 

2,306,434 

137,184 

2,369,230 


J Withdrawals of capital from abroad in italics. 
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estimating where statistical data were lacking. Coats does not 
make estimates for the individual years, and as, for our purpose, 
the figures for individual years are of much more importance than 
those for the total period, it would have been impossible in any 
case to rely wholly on the analysis made by Coats of the Cana- 
dian balance of indebtedness. In the next chapter, verification 
of the present calculation is sought by comparing the estimate 
reached here for foreign investments in Canada with the avail- 
able data bearing directly on the amounts of such investments. 

TABLE XXXII 

Comparison of Present Calculation of Canadian Balance of 
International Indebtedness with Coats's Calculation 
for the Entire Period, 1900 to 1913 

In thousands of dollars 



Present calculation 

Coats’s calculation ^ 

Debits 



Commodity Imports 

I 5, 112,610 

5 > 359 , 70 O 

Service Transactions 

1.468,577 

1,815,000 

Non-Commercial Debit Balances .... 

73,866 


Total Debits 

6,655 >053 

7,174,700 

Credits 



Commodity Exports i 

3,801,138 

4,031,400 

Service Transactions | 

439,065 

160,000 

Non-Commercial Credit Balances . . 

45, 600 

305,000 

Total Credits 

4,285,803 

4,496,400 

Debit Balance of Indebtedness 

2,369,250 

2,678,300 


6,655.053 

7,174,700 

Foreign Capital Invested in Canada . . 

2,506,434 

2,713,300 

Canadian Capital Invested Abroad . . 

137,184 

35,000 

Debit Balance of Indebtedness 

2,369,250 

2,678,300 


J Cost qf Living Report^ vol. ii, p. 906. Coats’s results are rearranged to correspond to the method 
of presentation followed in the present study. 



CHAPTER VI 


INVESTMENTS OF FOREIGN CAPITAL IN CANADA 
A VERIFICATION OF ESTIMATES MADE 
IN CHAPTER V 

The Nature op the Problem 

In the preceding chapter the amount of foreign capital invested 
in Canada during the period 1900 to 1913 inclusive was estimated 
at $2,506,434,000. The estimate was reached indirectly, on the 
assumption that there must be each year an equal balance 
between immediate debit and credit obligations, and that, if all 
items affecting the international balance of indebtedness except 
foreign investments in Canada are accounted for, any apparent 
debit excess shown must be explained as due to and measuring the 
amount of such investments. It should not be necessary here 
to offer a justification of the fundamental principles upon which 
this assumption is based. But this is a roundabout way of reach- 
ing the amount of foreign investments in Canada, and, moreover, 
it is the only estimate presented in the preceding chapter which 
is not based on an examination of the available statistical data 
bearing directly upon the point under consideration. In this 
chapter an attempt is made to verify this estimate by an exami- 
nation of the direct statistical evidence bearing upon the amount 
of foreign capital invested in Canada. 

There is available a considerable quantity of data bearing on 
the investment of foreign capital in Canada during the period 
under study. Unfortunately, much of it is of questionable ac- 
curacy and all of it together fails to cover the entire field. More- 
over, statistics of international investments have certain char- 
acteristics which invariably render it difiScult, if not impossible, 
to obtain complete and accurate measurements of the amount of 
such investments. In the last resort, after special classes of in- 
vestments have been more or less accurately compiled on the 
basis of fairly complete and accurate data, use must be made of 
conjectural material for those classes of investments for which 
equally satisfactory data cannot be secured, 

108 
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British Investments in Canada 
British Public Investments in Canada 

The term public’^ is commonly applied to capital investments 
made through the issue of securities for public sale after adver- 
tisement in financial journals. For such part of the foreign in- 
vestments in Canada as took this initial form there are available 
a number of compilations claiming completeness. But even 
within this restricted field, statistical compilations must be used 
with caution. Public issues of securities almost invariably are 
made through brokers or agents in the buying market. Compila- 
tions of such issues may be based on the nominal or par values, 
or on the actual issue prices of the securities, and for common 
shares the results obtained will vary appreciably as one or the 
other method is used. To ascertain the actual investment of 
capital in Canada, compilation on the basis of the issue price is 
preferable for both fixed-income securities and common stocks. 
To ascertain the actual indebtedness of Canada to other coun- 
tries, compilations on the basis of the par value are certainly 
preferable for bonds and debenture stocks; for share securities, 
which involve no contractual obligations to repay a specified 
principal at some future date, it appears to be a debatable ques- 
tion which method of compilation is preferable. For our present 
purpose, which is to ascertain the actual movement of capital 
into Canada, compilations only on the basis of the issue price are 
admissable, and the estimate reached in tht previous chapter, 
if it be accurate, is a measure on this basis of the amount of 
foreign capital invested in Canada from 1900 to 1913. But even 
from the compilation based on the issue price, there should be 
deducted vendors’ or promoters’ shares. 

Where an issue is simultaneously floated in more than one 
foreign money market, the total issue may be recorded in the 
compilations of two or more of these markets. Or a foreign 
market may be credited with taking all of an issue, although part 
of it was subscribed for in the domestic market. The writer has 
found several instances where a Canadian security issue partly 
subscribed for in Canada has been credited to London for its total 
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amouEtj with a consequent overestimate of the amount of Cana- 
dian borrowings. Moreover, a part of an issue floated in one 
market may eventually find its way to another market through 
private purchase on the stock exchange, and may enter into the 
estimates both for the public investments in Canada of one coun- 
try and the private investments of another. 

Canadian issues, if floated in foreign markets, are usually, 
although not invariably, made payable both as to principal and 
interest in the currency of the lending country. Theoretically, 
conversion to Canadian currency should be made at the current 
rate of exchange, but as, under the normal conditions ruling on 
the foreign markets during the period under study, the current 
quotations never varied substantially from the mint pars of 
exchange, the latter are a satisfactory basis for conversion. In 
this particular instance the awkwardness, for purposes of easy 
calculation, of the mint par of exchange between the £ sterling 
and the Canadian dollar — $4.8665 to the — has led to fre- 
quent use, for ease in conversion, of $5 Canadian as the equiv- 
alent of £i sterling, with a consequent overestimate from this 
factor alone of almost 3 per cent of the amount of British capital 
invested in Canada. 

A further source of possible error lies in the confusion between 
the amount authorized and the amount actually issued. Occa- 
sionally, also, when an issue is greatly undersubscribed, the un- 
subscribed part of the issue is withdrawn to be replaced later by a 
new issue on more favorable terms to the investor. Care must be 
taken in such instances to avoid double inclusion of the amount 
reissued. 

Finally, what is sought here is the amount of net investment of 
foreign capital in Canada, or the excess of new investments over 
liquidation of old investments. The period under study, how- 
ever, was marked by a constantly growing capital indebtedness 
of Canada to foreign countries, and there was little or no liquida- 
tion of old debts upon maturity, except through conversion into 
a new security issue or from proceeds of a new issue.^ Some of 

^ The legal par of exchange is $4.86|, but the actual mint par is as stated in the 
text. 

2 In the course of a careful examination of a great mass of data bearing on the 
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the compilations exclude conversion loans and new issues made to 
liquidate maturing obligations. The possibility of serious error 
from this source can, therefore, be guarded against. 

Annual Compilations 

Table XXXIII on page 112 presents for purposes of compari- 
son four annual compilations, two English and two Canadian, of 
the amounts of Canadian securities publicly issued in London^ 
One of the compilations covers bond issues only. 

These statistics, it should be made clear, are not estimates in 
the ordinary sense of the term, but are actual compilations made 
each year from the notices of issue. The substantial disagree- 
ments between the four compilations, in the field of foreign in- 
vestments where the obstacles to accurate measurement are 
least formidable, indicate the difficulties which face any attempt 
to secure reliable statistics of the amount of international capital 
investments. Some of the discrepancies in the figures for individ- 
ual years can be explained as due to the use of different bases for 
allocation of issues to particular years. Choice lies between the 
dates of announcement of issue, of payment of the first instal- 
ment, and of final payment, and anywhere from three to fifteen 
months commonly elapses between the first and the last dates. 
Most of the discrepancy must be explained, however, as due 
either to incompleteness of compilation or to one or more of the 
possible sources of error discussed above. 

Wood’s compilation, it is important to note, covers only bond 
issues.^ It is sufficient comment on the need for caution in using 
statistics of international investments that for the seven years, 
1907 to 1913, which are covered by all four of the original com- 
pilations presented in Table XXXIII, Wood’s total for bond 
issues alone, 11,187,161,000, is in excess of the Economist's and 

details of foreign investments in Canada, the writer has not found a single instance, 
during the period under study, of the liquidation upon maturity of a Canadian issue 
other than by conversion into a new security or by use of the cash proceeds of a 
new issue. 

^ Shares sold only to shareholders, if publicity is given to such issues, are in- 
cluded in the two English compilations. 

2 Including so-called “debenture stocks.” 
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of Field’s totals for both stocks and bonds, $1,105,262,000 and 
$1,152,239,000, respectively, and is only slightly less than the 
Statisfs total, $1,217,927,000, for both stocks and bonds. 
Although, in the public issues of Canadian securities in London,^ 
bonds predominate, the close agreement of the three totals for 
bonds and stocks with Wood’s total for bonds alone cannot be 
explained as due to smallness of the stock issues, since these 
amounted during this period to at least $300,000,000. 

1 Canadian public issues in Great Britain outside of London, all authorities 
agree, are negligible, if not actually zero. 


TABLE XXXIII 

Public Issues of Canadian Securities in Great Britain, 1900 to 1913 


In thousands of dollars 


Year 

Compilations of 

London Economist ^ 

London Statist 2 

F W. Field 3 

E. R Wood « 

1900 

3,068 




1901 

8,045 




1902 

4,641 




1903 

21,652 




1904 

21,934 




1905 

51,456 


65,892 

85,621 

1906 

42,656 


31,302 

26,564 

1907 

25,256 

37,020 

54,562 

63,095 

1908 ! 

i 33 j 944 

152,478 

142,957 

165,455 

1909 

124,687 

i 83 : 53 S 

182,19s 

176,107 

1910 

176,990 

160,903 

187,270 

183,170 

I9II 

200,717 

179,134 

194,096 

177,769 

1912 

228,808 

182,140 

160,499 

166,481 

1913 

214,860 

322,664 

230,660 

255,084 

Total. . 

1,258,714 

1,217,927 

1,249,433 

1,299,346 


1 Economist (London), July 8, 1911, and June 13, 1914* Converted from £ sterling at $4.87 = £1. 

2 Statist (London), Supplement, February 14, 1914. Converted from £ sterling at $4.87 - £1. 

® Capital Investments in Canada (1914 ed.), Appendix. Pp. 259^282. Converted from £ sterling 
at $4-87 = £x. 

* For 1908 to 1913, from E. R. Wood, Annual Reviews of the Bond Market in Canada . For 1905 to 
1907, from Monetary Times Annual , January, 1919, p. so, based on compilations by Wood. Figures 
for 190s to 1908 may include small amounts of British subscriptions to issues of Canadian companies 
operating abroad. For the later years, these have been deducted from the totals as given by Wood. 
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The Statist and the Economist compilations, in so far as in- 
formation regarding the methods used in constructing them is 
given, have essentially the same basis. They both tabulate the 
issues at their issue price; they both exclude conversion issues 
and vendors’ or promoters’ shares; they both make deductions 
from new issues for proceeds used to meet maturities of old obli- 
gations, where information is given. The marked discrepancy 
between the two compilations for 1913, amounting to $107,804,- 
000, is partly accounted for by the inclusion of a large issue of 
Canadian Pacific Railway common shares in 1912, the announce- 
ment year, by the Economist^ and in 1913, the subscription year, 
by the Statist. This still leaves important discrepancies between 
the two compilations, with an excess, amounting to $112,665,000 
for the common period 1907-1913, for the Statist over the Econo- 
mist compilation, apparently to be explained only by incomplete 
compilation on the part of the Economist. 

The Wood compilation for bond issues is constructed in terms 
of Canadian currency, generally — although apparently not uni- 
formly — on the basis of an arbitrary conversion value from English 
currency to Canadian of $5 to the £ sterling, and of par instead 
of issue prices, but with more care than any of the other compila- 
tions, where issues were made in more than one market, in dis- 
tributing the issues among the markets in accordance with the 
subscription thereto in each market. There probably results 
from the first two factors an overestimate greater than the down- 
ward correction made by the third but not sufficient, nevertheless, 
to explain the size of the total reached, if the English compilations 
based on both bond and stock issues are substantially accurate. 
Wood’s compilation, however, unlike the English ones, makes no 
reduction for conversion issues and for new issues used to redeem 
maturing obligations. These amount to substantial figures, 
sufficient, it appears from an examination of the available data, 
substantially to explain the remaining discrepancies between 
Wood’s compilation and those of the Statist and the Economist. 

The Statist total for the years 1907-1913 exceeds Field’s total 
for the same period by $65,688,000. Field uses par values in com- 
piling his total. For share securities the difference between par 
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and issue prices is often very great; and in most cases where 
Canadian shares were not issued at par they were issued at less 
than par, — in some cases at as low rates as 25 and 50 per cent of 
par, — so that errors in one direction are not substantially offset by 
errors in the other direction.^ This, of course, operates to exag- 
gerate the amount of foreign capital invested in Canada. More- 
over, Field makes no reduction for conversion issues and re- 
demptions of maturities from the proceeds of new issues. That 
the Statist compilation should nevertheless present higher totals 
than the Field compilation suggests, therefore, that there are 
important omissions from Field’s lists of issues. The British 
subscriptions to Canadian Pacific issues of ordinary shares to 
shareholders amounted during this period to only $116,000,000 
at the par values and to at least $153,000,000 at the actual 
issue prices.® Field included some of these issues in his compila- 
tion and excluded others, but upon what principle he does not 
indicate. But there are other important omissions from Field’s 
compilation, particularly of bond issues, which can be explained 
only as due to oversight or to incomplete facilities for gathering 
information regarding such issues. 

For the four years 1909 to 1913 both Wood and Field presented, 
in connection with their compilations, the complete data from 
which these were compiled, including in most instances both the 
par and the issue prices, but not including for Wood’s compilations 
the details of mimidpal issues. From the material thus made 
available and from materials obtained from other sources such as 
the official annual reports on Canada’s funded debt® and the 
files of Canadian and English financial journals, extensive — 
although not complete — information bearing on the amount of 

^ The conspicuous and important instance of the issue of Canadian share securi- 
ties at higher than par is in the case of the Canadian Pacific Railway issues of 
ordinary shares to shareholders only at premiums of 25 to 75 per cent. Most of 
these issues are not included, however, in the Field compilation. (See text.) 
Canadian bank shares are commonly issued at a premium, but, with minor ex- 
ceptions, they are floated in the Canadian market. 

® F. W. Field, Capital Investments in Canada, 1914 ed., pp. 22 and 125. 

® Canada: JFuhlk Accounts, 
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issues floated for conversion purposes or to redeem maturities 
was obtained. From this material the issues of Canadian securities 
in the British market were recompiled, as far as possible on the 
basis of: issue prices, the exclusion of conversion and redemption 
loans, the inclusion of 6o per cent of the Canadian Pacific issues to 
shareholders,^ the conversion of sterling to dollars at the rate of 
$4.87 to £i sterling, and the allocation to Great Britain, wherever 
information as to issues distributed in several markets was avail- 
able, of only such portions of the issues as were subscribed for 
in Great Britain. Both the details and the final results showed 
that Field’s compilation was carelessly made and that, apart 
from arithmetical and other errors, there were serious omissions 
and mistaken attribution)s to Great Britain of all or part of issues 
largely subscribed for elsewhere. Wood’s compilation of bond 
issues, however, apart from the points made above, withstood the 
detailed examination without disclosing any important errors or 
omissions. The results obtained from this compilation, as com- 
pared with the other compilations for the corresponding years, 
are given in Table XXXIV. 

The present compilation, it will be noted, is in closest agree- 

^ This is the proportion in which Canadian Pacific Railway common stock was 
held in Great Britain in 1913. (F. W. Field, Capital Investments in Canada, 1914 

ed., p. 125.) 


TABLE XXXIV 

Public Issues of Canadian Securities in Great Britain, 1910 to 1913 


In thousands of dollars 


Year 

Compilations of | 

Present 

compilation 

London 

Economist 

London Statist 

F. W. Field 

E. R. Wood 

1910 

176,990 

160,903 

187,270 

183,170 

177,926 

1911 

2 cx>, 7 i 7 

179,184 

194,096 

177,769 

218,09s 

1912 

228,808 

182,140 


166,481 

187,140 

1913 

214,860 

322,664 

230,660 

255,084 

324,23s 

Total. . 

821,37s 

Q| 

772,525 

782,504 

907,396 
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ment with that of the Statist, and in fact is in almost exact agree- 
ment for the last two years of the period. The discrepancies 
between these two compilations for 1910 and 1911 are to be 
explained either by more complete deduction by the Statist for 
conversion and redemption issues, or by fuller compilation by the 
writer, or by both factors. It is the belief of the writer that the 
second factor is the more important source of disagreement, and 
that a detailed comparison of the Statist and the present com- 
pilations, if it were possible, would reveal some omissions even 
from the present compilation. Where totals are reached by 
enumeration from data appearing in scattered sources and irregu- 
larly, and no improper inclusions are made, some degree of un- 
derestimate must almost inevitably result. On these grounds 
it is believed that the figures presented in the present compilation 
are the nearest to accuracy,^ 

For the years 1900 to 1904 the Economist figures are the only 
ones available; for 1905 and 1906 the Economist figures are pref- 
erable to those of Field and Wood for the reasons given above; 
for the years 1907 to 1909 the Statist figures are chosen for similar 

^ Annual compilations of British investments abroad made by the Loiidon Times 
and the London Financial Times were not available for comparison. The London 
Daily Telegraph of December ii, 1913, gave the amount of Canadian public bor- 
rowings in London in 1912 and in 1913 up to the date of publication, without 
deductions of conversion issues, as $204,915,000 and $310,041,020 respectively, 
which is in fair agreement with the present calculation. {Canadian Annual Re- 
view, 1913, p. 27.) No other compilations are known to the writer. 


TABLE XXXV 

British Public Investments in Canadian Securities, 1900 to 1913 
In thousands of dollars 


Year 


Year 


1900 ^ 

3>o68 

1908 2 

152,478 

1901 ^ 

8,045 

1909 2 

183,538 

1902 ^ 

4,641 

1910® 

177,926 

1903^ 

21,652 

I911 2 


1904 ‘ 

21,934 

1912 ® 

187,140 

190s ^ 

51,456 

1913® 

324,23s 

1906 ^ 

42,656 



19072 

37 P 20 

Total 

1,433,884 


1 Economist . 2 Statist . ® Present compOation- 
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reasons; and for the years 1910 to 1913 the results of the present 
compilation are used. The figures chosen as representing the 
amount of British capital publicly invested in Canada during the 
period under investigation are given in Table XXXV. 

Total British Holdings of Canadian Securities 

The calculations made so far with respect to the amount of 
British public investments in Canada were based altogether on 
compilations of the annual flow of capital to Canada. There is 
available another body of data dealing not with the amount of 
British capital publicly invested in Canada year by year, but 
with the total amounts of British holdings of Canadian securities 
at different periods. Such estimates can be reached by two dif- 
ferent methods: {a) the compilation, from available sources, of 
the total issues in Great Britain of Canadian securities up to the 
date of compilation, less the amount of redemptions, maturities, 
repudiations, and bankruptcies; (b) the compilation of the Cana- 
dian securities listed on the day of compilation on the British 
stock exchanges. The first method is much more likely to yield 
results comparable to those obtained by compilations of the 
annual public issues in Great Britain of Canadian securities. The 
estimates based on the second method may include British invest- 
ments in Canadian securities which were never issued publicly 
in Great Britain; may not make proper allowance for parts of 
issues held in other countries; and may not include British hold- 
ings of Canadian securities which were publicly issued on the 
British market, but are nevertheless not listed on any British 
stock exchange. If allowance is made for these possible causes of 
inconsistency with statistics of public issues such as those ex- 
amined above, estimates of British holdings of Canadian securi- 
tiefe at different dates make possible the testing of the figures 
given above for the public investments of British capital in 
Canada during the periods between these dates. 

What appears to be for our purposes the most satisfactory 
estimate of British holdings of Canadian securities is that made 
for the end of 1902 and for the latter part of 1912 by Mr. (later 
Sir) Frederick Williams -Taylor, Manager throughout this period 
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of the Bank of Montreal branch in London.’- His estimates are 
based on a compilation of issues, less redemptions and conver- 
sions, and cover only borrowings through the medium of public 
issues, but are inclusive of Canadian Pacific Railway issues of com- 
mon stock to shareholders only. Whether par or issue prices are 
used is not indicated. His totals are £205,405,100 for the end of 
1902 and £410,449,000 for late in 1912, indicating a total net 
public investment in Canada of £205,043,900, or $998,563,793, 
between the two dates. This compares with the estimate made 
above for the years 1903 to 1912 inclusive, of $1,093,895,000. 
Even closer agreement would be shown if to Williams -Taylor’s 
total for 1912 be added the issues made between the date on which 
it was compiled and December 31, 1912.^ Moreover, there are 
undoubtedly some omissions, especially of minor issues, from 
Williams -Taylor’s compilation.^ His compilation may be taken, 
therefore, as a substantial verification of the present estimate. 

Edgar Crammond ^ has made similar estimates for 1906 and 
1910, based, however, on compilations from the lists of active 
securities of all British stock exchanges and from additional data 
given in the (London) Stock Exchange Official Intelligence^ His 
figures for total British holdings of listed Canadian securities 
as of December 31, 1906, and 1910,® are £251,900,000 and 
£365,000,000, respectively, indicating a total net investment in 

^ In a paper on ‘^Canadian Loans in London,” read before tbe Royal Colonial 
Institute (London), on November 14, 1912, and published in United Empire^ the 
Journal of the Institute, for December, 1912. Sir Williams -Taylor’s fitness for this 
task may be indicated by the fact that over 50 per cent of the British public in- 
vestments in Canada are effected through the London branch of the Bank of 
Montreal. 

2 Williams-Taylor made his estimate public on November 14, 1912, During 
November and December, 1912, there were public issues of Canadian securities 
in Great Britain amounting to at least |i 5,000,000. (Cf. Field, Capital Investments 
in Canada^ 1914 ed., p. 277.) 

3 I have been able to identify two omissions of security issues by small munic- 
ipalities and three omissions of security issues by small railways. One of these 
omitted railway issues was made early in October, 1912, which may mean that the 
compilation under consideration did not cover the issues of this month, which 
amounted to at least $25,000,000 (ibid.). 

^ During this period, Secretary of the Liverpool Stock Exchange. 

5 “British Investments Abroad,” Quarterly RevieWj July, 1907, and July, 1911. 

® The Economist published for the same date, December 31, 1910, an estimate of 
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Canadian securities during the four-year period, 1907 to 1910, of 
£113,100,000, or $550,797,000. The figure for the same period 
reached by the present estimate is almost identical, namely, 
$550,962,000. The data covered by the two estimates are prob- 
ably not precisely identical, especially because there are prob- 
ably included, in Crammond’s totals, portions of listed issues held 
elsewhere than in Great Britain and so accounted for in the pres- 
ent estimate, but his omissions of publicly issued Canadian securi- 
ties not listed on any of the British exchanges may well offset the 
error arising from this source. The close agreement between 
Crammond’s and the present estimate may, therefore, be regarded 
as further verification of the calculations made above. 

Sir George Paish, one of the editors of the London Statist, esti- 
mated at £373,541,000 the total amount of British capital pub- 
licly invested in Canada at the end of 1910. He based his esti- 
mate for government issues on a capitalization of the income 
received by British holders of Canadian federal and provincial 
government loans as reported to the British income tax authori- 
ties, and for corporation issues, on an examination of the individ- 
ual company reports.^ Early in 1914 he estimated the total 
British public capital investments in Canada as of December, 
1913, at £514,870,000.2 This last-cited figure corresponds closely, 
however, to his estimate for 1910 plus the Statist annual figures 
of Canadian public issues in London for the three subsequent 
years,® and is probably not independent of the annual compila- 

£365,368,800 for the amount of British capital in Canada, compiled from the 
Official List of the London Stock Exchange and, for mining stocks, from figures 
given in Mathieson's Mining Handbook. The London Stock Exchange Official List 
it was explained, contained no defunct or redeemed issues, and included ‘‘practi- 
cally every important colonial issue which had been offered in London {Econo- 
mist, June 21, 1911). Although the method of compilation used by the Economist 
appears to have varied somewhat from that used by Crammond, it brought identical 
results. 

^ Journal of Royal Statistical Society, September, 1909, pp. 465-480; January, 
1911, pp. 167-187. 

2 Statist, Supplement, February 14, 1914. 

^ According to the Statist series, the capital publicly issued in London for Canada 
from 1911 to 1913 inclusive amounted to £140,449,447. According to Paish^s esti- 
mates of the total amounts of British capital publicly invested in Canada, the net 
increase during these three years in such investments amounted to £141,329,000. 
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tion. As the Statist series has already been considered, no further 
confirmation can be derived from this estimate. 

British Private Investments in Canada 

It is much more difficult to secure satisfactory estimates of 
private than of public investments in Canada. Private invest- 
ments take a great number of forms; in most cases they receive 
little publicity; and no comprehensive and systematic efforts 
have ever been made to compile annual totals for such invest- 
ments from actual information. Resort must necessarily be had, 
therefore, to estimates of a very rough sort, based upon whatever 
information is available. The most comprehensive estimate for 
Canada is that of F. W. Field, formerly editor of the Monetary 
Times of Canada. But the material upon which he bases his 
estimates contains duplications; part of it covers only the period 
from 1905 to 1913 ; important classes of private investment are 
omitted; and some of the guesses made in the absence of better 
statistical facilities appear of questionable worth. Field^s esti- 
mates must therefore be used with great caution. 

Private Sales to Great Britain of Canadian Securities 

In addition to the public issues of Canadian securities in Great 
Britain, substantial amounts of Canadian securities are privately 
sold in Great Britain. These private sales may in a rough way 
be divided into two classes: first, sales by issuing governments 
or corporations, of entire issues or large blocks of new issues at 
the time of issue, direct to investment companies or to syndicates 
of private investors; and, second, the transfer of small lots of 
Canadian securities from Canadian to British ownership in the 
ordinary course of security broker or stock exchange transactions. 

For sales of securities of the first class, the following quotation 
is of interest: ^ 

In addition to Canada’s public borrowings in London, many blocks of 
Canadian securities are sold there privately. That is, they are not taken 
by public subscription, but are purchased by financial houses for distribu- 
tion to their clients or by investors direct. In some cases public issues are 
subsequently made. 

^ Monetary Times Annualj January, 1914, p. 85. 
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Search through the files of the Monetary Times from 1910 to 
1913 produced data accounting for $6,563,000 of such sales in 
1910, $3,500,000 in 1912, and $8,692,000 in 1913, a total for the 
four years, of $18,755,000. This is unquestionably an incomplete 
compilation for these years, and leaves similar sales in the earlier 
years altogether unaccounted for, but there is no source providing 
more complete information. Field has estimated the total private 
sales of Canadian municipal securities to British shareholders, 
since 1905, at $10,000,000 by 1909,^ $12,000,000 by early in 1911,^ 
and $15,000,000 by the end of 1913.® It will be estimated here 
that private sales of municipal securities from 1900 to 1905 
amounted to $5,000,000. 

For private sales of securities of the second class, that is, small- 
lot sales through brokers to British investors, of securities origi- 
nally issued in Canada, there is, and perhaps can be, no direct in- 
formation. Two possible sources of information with regard to 
the British holdings of securities issued in Canada are: the annual 
lists of shareholders, with addresses and amounts held, which the 
Canadian banks are required by law to issue; and the British 
probate records, which might disclose holdings of such securities 
in the estates of British deceased. The British probate records 
are not available. The lists of shareholders in Canadian banks 
are issued annually as a government document, but they are 
bulky volumes with absolutely no attempt at classification or 
analysis of the data they contain.^ Some of the banks have made 
public or private issues of their securities in Great Britain, but 
the bulk of their securities was issued in Canada. Sampling the 
data given in these reports, by taking the first six pages of the lists 
for each bank in 1899 and 1913, indicates that the British hold- 
ings of Canadian bank securities, exclusive of those banks which 
made issues in England, were at both dates somewhere between 
7 1 and 12 per cent of the total issues. Analysis of a list of the 
holdings of the 41 largest individual shareholders in Canadian 
banks at the end of 1913 showed that, at the market prices in 

^ Monetary Times ^ November 13, 1909. 

® Capital Investments in Canada^ 1911 ed., p. 9. ® 1914 ed., p. 9. 

*■ Canada: Dept, of Finance, Annual Lists of Shareholders in Canadian Banks, 
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1913, approximately 14 per cent of these holdings were in the 
United States, 5 per cent in Great Britain, and 4 per cent in 
other countries outside of Canada.^ British shareholders un- 
doubtedly comprised a larger percentage of the small than of the 
very large holdings, but in the case of the United States the re- 
verse was probably true. The estimate is made, based on this 
and other information, that British investors from 1900 to 1913 
placed $10,000,000 in Canadian bank capital through private 
purchases in small lots of Canadian bank shares. 

It is probable that Canadian bank shares, because of their 
good reputation as investment securities, are held by foreign 
investors in relatively larger amounts than other Canadian securi- 
ties which are issued on the Canadian market and which are not 
listed on any foreign exchange. On the other hand, the double 
liability which attaches to Canadian bank shares has generally 
been supposed seriously to injure their saleability in foreign coun- 
tries. It is perhaps a conservative estimate, considering the great 
amount of Canadian security issues, that British small-lot pur- 
chases of Canadian securities, including bank shares, amounted to 
$25,000,000 from 1900 to 1913, 

Treasury Bills 

Canadian governmental bodies sometimes borrow in London 
by means of Treasury Bills, to tide over a temporary period of 
inadequate revenue, or in anticipation of the floating of a per- 
manent bond issue to fund the floating debt. No attempt will 
be made to account for such borrowings throughout the period 
under study, partly because information bearing thereon is in- 
adequate, partly because such loans are either redeemed or 
funded shortly after their flotation. If they are redeemed, they 
affect the flow of capital in reverse directions in the years of 
flotation and redemption, respectively, but they were generally 
not substantial in amount, and it is not possible to obtain the 
data necessary to account for them here. If they are funded 
through a bond issue, they are then accounted for, although 
belatedly, in the compilation of public issues for that year. 

^ Monetary Times Annual^ January, 1914* p. 42. 
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In 1912 and 1913, because of the unfavorable conditions then 
ruling for Canadian borrowers in the London market, both 
Canadian governments and private corporations resorted ex- 
tensively to short-term loans to tide them over what was believed 
to be only a temporarily unfavorable money market. As the 
period under study ends on December 31, 1913, it would be proper 
to include as part of Canada’s borrowings the amount of such 
loans which had not been redeemed by that date. Here again 
complete information is not available, but an incomplete compila- 
tion from data given in Canadian financial journals gives a total 
of $22,937,700 for such loans during 1913, exclusive of ail note 
issues elsewhere accounted for. 

The British private investments in Canadian securities are 
summarized in Table XXXVIIId Where it was impossible to 
apportion the private investments to the individual years upon 
the basis of known data, they have been roughly distributed on 
the assumption that their proportion to public investments re- 
mained uniform throughout the period. 

British Miscellaneous Investments in Canada 

In addition to the British purchases of Canadian securities, 
there are important investments of British capital in Canada 
which take other forms. Among these should be included: the 
investments of British insurance companies in Canada; British 
purchases of Canadian mining, agricultural, timber, and urban 
properties; the investments of British shipping companies in 
Canadian coastwise and internal shipping; direct investments 
in Canadian industrial plants and mercantile establishments; 
British money lent on mortgage in Canada; and British capital 
used in financing Canadian import and export trade. The only 
comprehensive data covering such investments which are avail- 
able are those presented by Field as the result of an extensive 
investigation.^ 

Field presents the following estimates for items not already ac- 
counted for above, and exclusive of investments in Canada by 
British insurance companies.^ 

^ P. 126, infra, ® For these, see infra, p. 125, 

2 Capital Investments in Canada, 1914 ed., Chap, i, and passim. 
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TABLE XXXVI 

MlSCELLANlEOUS BRITISH INVESTMENTS IN CANADA, 1905 TO 1913 
(F. W. Field^s Estimates) 

In thousands of dollars 



1905-1909 ^ 

i9os-April, 
1911 2 

xoos-December, 

19133 

Branch Plants 

Investments with Loan and Mortgage 


i 

6,000 

Companies 

5,720 

8,725 

12,000 

Industrial Investments 

22,500 

26,37s 

29,000 

Mining Investments 

56,315 

57,555 

59,000 

Land and Lumber Purchases 

19,000 

34,000 

40,000 

Purchases of Town and City Property . . 


8,525 

25,000 


103,535 

135,180 

171,000 


1 Monetary Times, November 13, 1909. 3 jud , 1914 ed., p. 9. 

2 Capital Investments in Canada, 1911 ed , p. 9. 


Field’s estimates cover only the nine years’ period from 1905 to 
1913. He states that his estimates, if anything, err on the con- 
servative side.^ If allowance be made for investments in mer- 
cantile and shipping enterprises and for British capital used in 
finanrin g Canadian foreign trade, items which Field overlooked 
but which are of some importance, and also for miscellaneous 
investments in the five years, 1900 to 1904, not covered by 
Field’s investigation, it is a conservative guess that the British 
miscellaneous investments other than by insurance companies for 
the period 1900 to 1913 amounted to at least $200,000,000.^ 
These are apportioned to the individual years in Table XXXVIII 
largely upon the basis of data given by Field.® 

^ Capital Investments in Canada, 1914 ed., p. 19. 

2 See infra, p. 1 26. 

3 Cf. E. R. Wood, Rmew of the Bond Market in Canada in igii : ''The proceeds 
of Bond Sales are only a small part of the stream of capital that is pouring into 
Canada to assist in the proper development of our large areas and enterprises. . . . 
Investments from abroad in real estate and in our timber and mineral resources 
cannot accurately be determined, but are known to be of large amount, and there 
is every reason to suppose that capital through these sources is showing the same 
proportionate increase as is known to be the case in the sale of bonds/^ 
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British Insurance Company Investments in Canada 

For the investments in Canada of British life- and fire-insurance 
companies, it is assumed, in the absence of other information, 
that they are measured by the increase in the assets in Canada 
of these companies.^ For the years 1900 to 1913 these were as 
follows: 

TABLE XXXVII 

Assets in Canada of British Fire- and Life-Insurance Companies 


In thousands of dollars 


Year 

Total assets in 
Canada ^ 

Increases over pre- 
ceding year 

1900 

40.453 

1,000 (est.) 

1901 

4 L 493 

1,040 

1902 : 

42,768 

1,275 

1903 1 

43 j 949 

i,i8i 

1904 

4 S>SIS 

1,566 

1905 

45,750 

235 

1906 

45,840 

90 

1907. .. . . ... . . 

48,364 

2,524 

1908 . . 

51,583 

3,219 

1909 

55,063 

3,480 

1910 

58,714 

3,651 

1911 

63,948 

5,234 

1912 

70,113 

6,165 

1913 

71,932 

1,819 

Total 


32,479 


^ Canada: Annual Reports of the Superintendent of Insurance. Data for 1899 not available. 


The private investments of Great Britain in Canada, as esti- 
mated above, amounted to $319,234,000, or approximately 22 
per cent of the public investments. In 1909, Sir George Paish, 
before the Royal Statistical Society, estimated that Great Brit- 
ain's private investments in other countries were one third of 
her public investments, but some of the economists and statis- 

^ TMs is undoubtedly a gross overestimate, as the liabilities in Canada must 
have kept pace more or less with the assets in Canada, but no more satisfactory 
basis for reaching an estimate was available. 
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tidans present thought this too high.^ Later, Paish estimated 
the British private investments in Canada from 1907 to 1913 at 
£50,000,000, or about 20 per cent of his estimate of the British 
public investments in Canada.^ The present estimate for this 
period, probably based on a more complete canvass of the avail- 
able data, is $275,000,000. The discrepancy between the esti- 
mates could be explained by Paish’s omission of any one of the 
four minor classes of private investments dealt with here. 

Table XXXVIII summarizes the British capital investments 
in Canada, 1900 to 1913. 

TABLE XXXVIII 

British Im'ESXMENTs in Canada, 1900 to 1913 


In thousands of dollars 


Year 

Securities 

Miscellaneous 

Total 

Public 

issues 

Private 
sales by 
issuing 
govern- 
ments and 
corpora- 
tions 

Individual 

sales 

Treasury 

bills 

Insurance 

companies 

Other 

miscellane- 

ous 

1900 

3,068 

1,000 

1,000 

.... 

1,000 

4,000 

10,068 

1901 

8,045 

1,000 

1,000 


1,040 

4,000 

15,085 

1902 

4,641 

1,000 

1,000 


1,275 

4,000 

11,916 

1903 

21,652 

1,000 

1,000 


i,i8i 

4,000 

28,833 

1904 

21,934 

1,000 

1,000 


1,566 

4,000 

29,500 

1905 

51,456 

2,000 

1,000 


235 

21,707 

76,398 

1906 

42,656 

2,000 

2,000 


90 

21,707 

68,453 

1907 

37,020 

2,000 

2,000 


2,524 

21,707 

65,251 

1908 

152,478 

2,000 

2,000 


1 3,219 

21,707 

181,404 

1909 

183,538 

2,000 

2,000 


3,480 

21,707 

212,725 

1910 

177,926 

8,563 

I 2,000 

.... 

1 3,651 

26,317 

218,457 

19II 

218,09s 

1,000 

3,000 


5,234 

17,098 

244,427 

1912 

187,140 

4,500 

3,000 


6,165 

14,025 

214,830 

1913 

324,23s 

: 9,692 

3,000 

23,000 

1,819 

14,025 

375.771 

Total . . 

1,433,884 

38,755 

25,000 

1 23,000 

i 

32,479 

200,000 

1 , 753,118 


^ Sir George Paish, ''Great Britain's Investments in other Lands/’ Journal of 
the Royal Statistical Society, September, 1909, pp. 465-480. 

^ Statist, Supplement, February 14, 1914. 
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American Investments in Canada 

American capital investments in Canada do not take the form 
of purchases of Canadian securities to nearly as great an extent 
as do the British. To a large extent they consist of direct in- 
vestments by American individuals or corporations in Canadian 
enterprises or properties. It is therefore even more difl&cult to 
obtain accurate estimates of the amounts of these investments, 
and after all available definite information has been canvassed 
the estimates must be rounded out by very conjectural approxi- 
mations. 


American Investments in Canadian Securities 

The only annual compilation made for public issues of Cana- 
dian securities on the American market is that of E. R. Wood, 
for bonds only, and beginning with 1905 only.^ His total for the 
years 1905 to 1913 is $134,213,117, whereas F. W. Field estimates 
at $123,742,455 the American purchases of Canadian bonds, in- 
cluding presumably private purchases, during the same period.^ 
In the matter of statistics of Canadian bond issues, Wood is the 
accepted authority, and his figures will be used. 

To the public sales of Canadian securities in the United States 
there should be added American public and private purchases of 
Canadian stocks and private purchases of bonds. A random 
samphng of the reports of shareholders in Canadian banks for 
1899 and 1913 indicates that the American holdings of Canadian 
bank stocks increased between these two dates by at least 
$5,000,000. Americans hold approximately 12 per cent of the 
common stock of the Canadian Pacific Railway.® The issues of 
this stock since 1900, including premiums on the last three 
issues, and the American participation therein, were as follows: ^ 

^ Annual Renews of the Bond Market in Canada, 

2 Capital Investmenis in Canada, 1914 ed., p. 25, 

® Ibid., p. 124. 

^ Ibid., p. 22. 
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In thousands of dollars 


Year 

Total 

Sold in the United 
States (12 per cent 
of total) 

1902 

19,500 

2,340 

1904 

16,900 

2,028 

1906 

20,280 

2,434 

1908 

3,984 

478 



37,500 

4,500 

1912 

27,000 

3,240 

1913 

105,000 

12,600 

Total 


27,620 


Field estimated the amount of Canadian municipal bonds sold 
privately in the United States during the five-year period from 
1905 to 1909 at $25,000,000/ and in 1910 at $2,000,000.^ Ac- 
cording to Wood, the amount of Canadian municipal securities 
sold publicly in the United States in 1913, $22,135,000, ^'would 
no doubt be increased to over $30,000,000 by indirect transac- 
tions which it is impossible to record.” ® The Monetary Times 
Annual of January, 1914, lists $13,060,000 of various Canadian 
security issues in 1913 which were privately sold in the United 
States and which have not been already included in any of the 
above estimates. There is here accounted for approximately 
$80,000,000 of Canadian securities sold privately to the United 
States. If there be considered the incomplete character of the 
data, and especially: (i) the absence of any estimates for some 
of the years in the period, (2) the fact that Canadian securities 
cross the American border in individual sales in substantial 
amounts, and (3) the absence of any record of public issues in 
the United States of Canadian securities from 1900 to 1904, it may 
be conservatively estimated that the Canadian securities pri- 
vately purchased by Americans and the unrecorded public issues 
in the United States amounted to at least $100,000,000 during 
the period under study. 

^ Monetary Times, November 13, 1909. 

2 Capital Investments in Canada, 1911 ed., p. 24* 

. ® Remew of the Bond Market in Canada in ipij* 
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American Industrial, Mining, Land, and Timber Investments 

in Canada 

American investments in Canada are preponderantly in the 
form of either the purchase or establishment of manufacturing 
enterprises in Canada, generally subsidiary to main plants in the 
United States, or the purchase of urban, farming, and timber 
land, lumber rights, and mining properties. For such invest- 

TABLE XXXIX 

Miscellaneous American Investments in Canada 


(F. W. Field^s Estimates) 
In thousands of dollars 



November, 
1909 ^ 

September, 
1911 2 

December, 

1913 ® 

Branch Companies ^ 

105,000 

125,400 

135,000 

British Columbia Mills and Timber 

58,000 

65,000 

71,000 

British Columbia Mines 

50,000 

60,000 

62,000 

Land Deals in Prairie Provinces 

20,000 

25,000 

41,000 

Lumber and Mines, Prairie Provinces 

5,000 

10,000 

10,500 

Theatrical Enterprises 



3,500 

Packing Plants 

5,000 

6,000 

6,750 

Agricultural Implement Distributing Houses . 

6,575 

8,575 

9,25s 

Land Deals, British Columbia 

4,500 

8,soo 

60,000^ 

Miscellaneous Industrial Investments 


10,000 

13,300 

City and Town Property 


15,525 

20,000 

Investments in the Maritime Provinces 


12,850 

13,125 

Fox Farm Investments, Prince Edward Island 



1,000 


254,075 

346,850 

445,330 


1 Monetary Times, November 13, 1909. Published also in U. S. Dept, of Commerce, Daily Coth 
sular and Trade Reports, September 27, 1910. There are identifiable in Field’s data for 1909 $122,500,000 
of American capital invested in British Columbia. The American consul at Victoria, B, C-, reported 
early in 1910 that ‘‘conservative estimates place the value of American investments in British Co- 
lumbia at near $150,000,000.” — U, S. Dept, of Commerce, Monthly Consular and Trade Reports, 
No. 353 (February, 1910). 

* Capital Investments in Canada, 19 ii ed., p. 24. 

® lUd,, 1914 ed., p. 25. 

* 1909, 17s companies, average capital, $600,000; 1911, 209 companies, average capital, $600,000; 
1913, 450 companies, average capital, $300,000. 

5 This figure appears excessive, and Field does not support it by adequate evidence. The period 
from 1911 to 1913 was marked, however, by wild speculation in British Columbia urban property, in 
which Americans undoubtedly participated extensively. 
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ments there are available estimates made by F. W. Field at three 
different dates while he was editor of the Monetary Times of 
Canada. He based his estimates on replies to questionnaires sent 
to all enterprises in Canada known to be financed by American 
capital^ on information received from hundrjg^s of correspond- 
ents, and on other sources of information. In Field^s own 
opinion, his figures, if anything, are underestimates rather than 
overestimates.^ 

His estimates, for the years 1909, 1911, and 1913, but exclusive 
of the items already considered above and exclusive of invest- 
ments in Canada by American insurance companies, are given in 
Table XXXIX. 

These figures represent estimates of the total amount of capital 
invested to date in the enterprises listed. They admittedly have 
no claim to exact accuracy, but they appear to have been reached 
after a careful survey of the situation, and in any case they are 
the only comprehensive estimates available with regard to the 
field they cover.^ 

As new information accrued in the process of collecting data for 
his successive estimates. Field changed somewhat the basis of 
his calculations. Chief among these revisions was his use, in 1913, 
of $300,000 as the average capital of American branch factories 
in Canada, instead of $600,000, the figure he used in the estimates 
for 1909 and 191 1 . Field does not make clear to what extent this 
change was due to the realization of an overestimate in the earlier 
calculations and to what extent it was due to an increased pro- 
portion of small plants in the later years, but it is altogether prob- 
able that the change was made in some part as a correction of the 
earlier estimates. If such was the case, it would result in the ap- 
portionment, to the earlier years of the period, of an unduly large 
proportion of the total American investments in Canada. In 

^ Cf. Capital Imestnients in Canada^ 1911 ed., p. 23, 

^ All the namerous estimates current in recent years as to the amount of Ameri- 
can capital investments in Canada prior to 1914 fall into two classes: they are either 
based on Field’s data with or without acknowledgment, or they are blind guesses 
without any attempt at the hard labor necessary to give an estimate a rightful 
claim to being even a good guess. 
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some cases, branches in Canada of American enterprises are 
financed largely by Canadian capital, but Field believes that 
where, in the absence of specific information, he could not make 
the proper allowances for such Canadian investments, they are 
more than offset by American capital privately invested in 
Canadian companies controlled in Canada and not accounted for 
elsewhere in his calculation. 

In order to make use of Field’s estimates, it is necessary, first, to 
estimate how much of the total investment up to 1913, amounting 
to $445,300,000, was invested after 1899, and second, to apportion 
this amount to the individual years. 

In 1900, N. T. Bacon estimated the total American invest- 
ments in Canada at $150,000,000, of which $100,000,000 were in 
mines, $25,000,000 in railways, and $25,000,000 in timber lands 
and loans.^ In 1909, Field estimated at only slightly over 
$50,000,000 the American investments up to that year in Cana- 
dian mines. American investments in railroads consist largely 
in holdings of Canadian Pacific common stock and in branches 
in Canada of American railroads. American holdings of Canadian 
Pacific shares have already been accounted for. Bacon’s esti- 
mate overlooks some items, however. It will be estimated, there- 
fore, that $100,000,000 will cover all American capital in Canada 
in 1900 other than that in Canadian securities or owned by insur- 
ance companies, and that $50,000,000 will cover these last-named 
items. There results $345,330,000 as the amount of American 
investments in Canada from 1900 to 1913 exclusive of purchases 
of securities and insurance-company investments. On the basis of 
Field’s estimates for 1909 and 1913, $191,255,000 of this total can 
be attributed to the four years 1910 to 1913. There remains the 
problem of distributing the balance, $144,075,000, among the ten 
years from 1900 to 1909. 

There is evidence to show that the early years of this decade 
were marked by comparatively heavy investments of American 
capital. By the middle of 1907 there were already in Canada 1 50 
branch plants of American companies, although there were very 

^ American International Indebtedness,” Yale Review, November, 1900. 
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few before 1897,^ ^ 7 S by the end of 1909.^ Further 

evidence to the same effect is presented by the reports of Ameri- 
can consuls in Canada. The American consul at Toronto re- 
ported early in 1902 that the already large list of American 
concerns having branch establishments in Canada is constantly 
receiving additions/’ ^ In October of the same year the American 
consul-general at Montreal, in a detailed report on American 
investments in Canada, listed American investments in new 
Canadian industrial enterprises, made in the preceding year, or 
about to be made, amounting to over $20,000,000. In addition 
he cited a number of purchases of Canadian factories by Ameri- 
cans and of removals of American factories to Canada which had 
occurred in the preceding year, and stated that ^^the investments 
made by Americans in agricultural, grazing, and timber lands 
amount to many millions of dollars.” ^ In September, 1903, the 
American consul at Sherbrooke, Quebec, reported that Ameri- 
can capital is rapidly invading this part of the Dominion, and 
the near future will see the erection aird equipment of many large 
manufacturing plants.” ^ Early in 1906 the American consul at 
Victoria, British Columbia, reported: American investors have 
made and are now making purchases of lands in British Columbia 
and are projecting enterprises of magnitude much more generally 
than ever before. . . . There has been a great development of 
the lumber industry in British Columbia during the past year, 
largely by Americans.” ® British Columbia was an important 
field for American investments,^ so that this report is significant 
as helping to locate the period of the investments. 

^ U. S. Dept, of Commerce and Labor, Consular Reports, Annual Series, No. 4, 
“Canada: Trade for the Year 1907,^^ p. 9. This document attributes this infor- 
mation to a report compiled by the Dominion government, which I have been unable 
to trace. It also speaks of a report by the Illinois Manufacturers^ Association to 
the effect that in 1907, 122 “leading^’ United States concerns had branch plants 
in Canada. 

2 F. W. Field, Monetary Times, November 13, 1909. 

® (May 3, 1902) U. S. Dept, of Commerce, Monthly Consular Reports, No. 262, 
p. 524 (July, 1902). 

^ Ibid,, No. 268, pp. 1 15, 121 (January, 1903). 

® Ibid., No. 278, p. 562 (November, 1903). 

® Ibid., No. 305, pp. 16, 17 (February, 1906). 

^ Cf. supra, p. 129, footnote i to Table XXXIX. 
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These reports of consuls, which were not specially selected but 
were the only ones which were found throughout the period 
under study directly reporting substantial investments of Ameri- 
can capital in Canada, appear to justify the allocation to the early 
years of the period, of a substantial proportion of the American 
investments made up to 1909, although this was not found to be 
true for British investments. The $144,075,000 of American 
capital, exclusive of investments by American insurance com- 
panies and of purchases of Canadian securities, estimated above 
to have been invested in Canada from 1900 to 1909, will accord- 
ingly be apportioned evenly throughout the period. 

Investments of American Insurance Companies in Canada 

The official statistics with regard to the assets in Canada of 
American fire- and life-insurance companies from 1900^ to 1913, 

^ Data for 1899 were not available. 


TABLE XL 

Investments m Canada of Amemcan Fire- and Life-Insurance Companies 


In thousands of dollars 


Year 

Total assets in 
Canada ^ 

Increase over 
preceding year 

1900 

29,43s 

1,500 (est.) 

1901 

31.367 

L 932 

1902 

33,728 

2.361 

1903 

36.914 

3,186 

1904 

40,759 

3,84s 

1905 

43,002 

2,243 

1906 

45,052 

2,030 

1907 

43,357 

30s 

1908 

30,399 

5,042 

1909 

30,776 

377 

1910 

55,456 

4,680 

1911 

59,924 

4,468 

1912 

67,681 

7,757 

1913 

78,186 

10,505 

Total 


50,251 


^ Canada: Annual Reports of tke Superintendent of Insurance. 
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which in the absence of other information are assumed to repre- 
sent investments in Canada,^ are given in Table XL. 

Summary 

The American capital investments in Canada from 1900 to 
1913, as estimated above, are summarized in the following table: 

TABLE XLI 


American Investments in Canada, iqcx) to 1913 
In thousands of dollars 


Year 

Securities 

Miscellaneous 

Total 

Public bond 
issues in the 
United States 

Private sales 
of securities 

Insurance 

companies 

Other miscel- 
laneous 

1900 


1,000 

1,500 

15,407 

17,907 

1901 


1,000 

1,932 

15,407 

18,339 

1902 


5.590 

2,361 

15,407 

23,358 

1903 


3,500 

3,186 

15,407 

22,093 

1904 


6,528 

3,84s 

15,407 

25,780 

1905 

9.257 

5,500 

2,243 

15,408 

32,408 

1906 

4,118 

7,934 

2,050 

15,408 

29,510 

1907 

4,779 

5,500 

305 

15,408 

25,992 

1908 

6,316 

5,978 

5,042 

15,408 

32,744 

1909 

10,368 

10,000 

377 

1 15,408 

36,153 

1910 

3,634 

2,500 

4,680 

61,850 

72,664 

I911 

17,554 

3,500 

4,468 

50,621 

76,143 

1912 

27,466 

7,120 

7,757 

39,392 

81,735 

1913 

50,721 

34,350 

10,505 

39,392 

134,968 

Total. . 

134,213 

100,000 

50,251 

345,330 

629,794 


The American investments in Canada from 1900 to 1913, ac- 
cording to the estimates made above, amounted to approximately 
$630,000,000. Field estimated the total amount of American 
capital in Canada in 1913 at approximately $637,000,000, but 
in reaching his estimate he took no account, for some of the items, 
of investments made before 1905, and included investments prior 

^ This is undoubtedly a gross overestimate, as the liabilities in Canada must 
have kept pace more or less with the assets in Canada, but no more satisfactory 
basis for reaching an estimate was available. 
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to 1900 for only a few of the items.^ Subtraction, fromField^s esti- 
mate of the amount of American capital in Canada in 1913, of 
Bacon’s estimate for 1900, gives $487,000,000 as the amount of 
the American investments in Canada from 1900 to 1913. The 
present estimate exceeds this figure by approximately $143,000,- 
000. The discrepancy is explained: by Field’s omission, from his 
estimate for 1913, of insurance company investments in Canada 
made in that year, amounting to $10,500,000 as here estimated; 
by his omission of American subscriptions to Canadian Pacific 
Railway common stocks, estimated at $27,600,000, from 1900 to 
1913; by his underestimate of American public and private pur- 
chases of other Canadian securities; and by the incomplete char- 
acter of his estimates for the years 1900 to 1905. 

Investments in Canada by Continental Europe 

Continental European countries have made investments in 
Canada to some extent, but these have been small, both relative 
to the total foreign investments of these countries and to the total 
foreign investments in Canada. As a consequence but little at- 
tention has been paid, in the Continental literature dealing with 
international movements of capital, to investments in Canada.^ 
Practically the only information with regard to the amount of 

^ Capital Imesiments in Canada, 1914 ed., p. 25. 

- The most comprehensive studies of the foreign investments of German capi- 
tal are those contained in the series of official reports, and especially the reports of 
1904 and 1907, issued by the German Navy Department {Reichsmarineamt) and 
entitled: Die EntwicMung der deutscken Semnteressen. Unfortunately for our pur- 
poses, German investments in Canada are lumped in these reports with invest- 
ments in the United States. 

Neymarck reports at periodic intervals for the Institut International Statistique 
the amounts of international investments of capital by and in a large number of 
countries, but although the countries included are in most instances of much less 
importance than Canada as a field for foreign investments, he makes no mention 
of Canada. His reports are published in the Bulletin of the Institut. An official 
survey, made by the French Ministry of Finance in 1902, of the amounts of French 
capital invested abroad, gives some information regarding French investments in 
Canada, which will be made use of later, fimile Becque, in his book, LTnter- 
nationalisation des Capitaux (Montpellier, 1912), makes a comprehensive survey 
of the French statistics dealing with foreign investments of capital, but he discloses 
no source of information dealing with French investments in Canada other than 
the French official report of 1902 mentioned above. 
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capital invested in Canada by Continental Europe is that col- 
lected by F. W. Field. 

Continental Holdings of Canadian Securities 

Canadian securities, and especially railroad securities, are held 
to some extent on the Continent. These holdings consist almost 
entirely either of Canadian Pacific Railway common stock, or 
of securities originally issued publicly in England and therefore 
already credited to Great Britain in this study. Continental 
holdings of Canadian securities will therefore be disregarded, 
except where, as in the case of issues of Canadian Pacific Railway 
common stock, the entire issue was not attributed above to 
Great Britain and evidence is available of Continental pur- 
chases. In 1913, 17 per cent of the Canadian Pacific Railway 
common stock was held outside of Canada, the United States, 

TABLE XLII 

Miscellaneous Investments in Canada by Continental Eueope 
(Field’s Estimates) 

In thousands of dollars 


Country 

1909 1 

September, 

19112 

1913* 

France 

1 f 

47,25° 

67,250 

Germany 

f 54 . 45 ° i 

21,725 

21,725 

Other Countries 

J 1 

11,175 

18,675 

Total 

54 , 45 ° 

80,150 

107,650 

Character of Investment: 




Manufacturing and Industrial Enter- 




prises 

8,50° 

9,725 

9,725 

Lands, Mines, and Mortgage Loans . 

45 , 95 ° 

66,425 

937925 

Railway 


4,000 

4,000 

Total 

54,450 

80,150 

107,650 


^ Monektry TmeSf November 13, 1909. 

2 Capital Investments in Canada, igii ed., pp. 35 seq. 

3 Ibid., 1914 ed., pp. 66 seq. 
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or Great Britain, mainly, of course, in Continental Europe.^ For 
the period under study, 17 per cent of the issues of such stock 
would amount to $43,285,000. Notice has been found in various 
sources, chiefly the files of the Monetary Times, of public issues 
of Canadian securities on the Continent, amounting to $14,450,- 
000 from 1910 to 1912. Continental holdings of Canadian bank 
stocks will be estimated to have increased by $5,000,000 from 
1900 to 1913. The total Continental investment in Canadian 
securities not elsewhere accounted for will be estimated, there- 
fore, at $62,735,000. 

Miscellaneous Investments in Canada by Continental 
Europe 

Field’s estimates of the investments in Canada by Continental 
Europe, exclusive of investments in Canadian securities, are given 
in Table XLII. 

A French official report estimated the amount of the French 
capital in Canada in 1902 at a minimum of 139,000,000 francs, 
or approximately $28,000,000, invested as follows: ^ 

Francs 

Land 5,000,000 

Cr^dit-Foncier Franco- Canadian 50,000,000 

Mines 2,000,000 

Industries 2,000,000 59,000,000 

Dominion of Canada and Province of Que- 
bec Bonds 80,000,000 

Total 139,000,000 

This was regarded as an underestimate, and did not include, 
according to the report, the investment by Menier in the Island 
of Anticosti and the capital brought to Canada by the French 
religious orders upon their expulsion from France. It also fails 
to account for French holdings of Canadian railroad and bank 

^ F. W. Field, Capital Investments in Canada, 1914 ed., p. 125. This percentage 
represented an increase over previous years. 

® France: Bulletin de Statistique et de Legislation comparie du Ministcre des 
Finances, 1902, tome II, p. 475. 

® Ibid,: ‘‘Certainement tr^s inf^rieur a la r^alite.” 
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securities, which have already been considered above. It will be 
estimated that the French capital in Canada in 1900, other than 
in securities, amounted to 75,000,000 francs or $15,000,000. 

According to Alvo Von Alvensleven, a German member of 
a Canadian investment firm especially concerned with placing 
German capital in Canada, the amount of German capital in 
Canada at the end of 1913, not including capital invested in Cana- 
dian railroad securities or in other securities by way of London, 
exceeded $50,000,000.^ Field placed the amount of these invest- 
ments at $21,725,000. It will be estimated that $35,000,000, or 
approximately the mean of these two estimates, represents the 
amount invested in Canada by Germany since 1900. It will be 
estimated also that all but $5,000,000 of the investments in 
Canada by all other countries, as estimated by Field, were made 
since 1900. This makes the total amount of such investments ap- 
proximately $120,000,000, of which $100,000,000 was invested 
after 1899. 

1 Monetary Times Annual ^ January, 1914, p. 146. 


TABLE XLIII 

IlTVESTMENTS OF CONTINENTAL EuEOPE IN CANADA, I90O TO 1913 
In thousands of dollars 


Year 

Canadian 
Pacific Railway 
common shares 

Bank shares 

Other securities 
issued in 
Europe 

Miscellaneous 

investments 

Total 

1900 


300 


3,445 

3,745 

1901 


300 


3,445 

3,745 

1902 

3,315 

300 


3,445 

7,060 

1903 


300 


3,445 

3,745 

1904 

2.873 

300 


3,445 

6,618 

1905 

.... 

ZOO 


3,445 

3,745 

1906 

3.448 

400 


3,445 

7,293 

1907 


400 


3,445 

3,84s 

1908 

4,137 

400 


3,445 

7,982 

1909 

677 

400 


3,445 

4,522 

1910 

6.375 

400 

600 

14,690 

22,065 

1911 


400 

12,000 

15,440 

27,840 

1912 

4 , 59 ° 

400 

1,850 

17,710 

24,550 

1913 

17.850 

400 


17,710 

35,960 

Total. 

43,26s 

5,000 

14,450 

100,000 

162,71s 
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Summary 

The table on page 138 summarizes the foreign investments in 
Canada by Continental Europe from 1900 to 1913. The appor- 
tionment of the miscellaneous investments to the individual 
years is made: on the basis of available information for pubKc 
issues of securities and for Canadian Pacific Railway common 
stock; on the basis of Field’s estimates for 1909 to 1913; and 
on the assumption that the amount invested other than in securi- 
ties up to 1909 was evenly distributed during the nine preceding 
years. 

Summary of Findings of Chapter VI 

In the following table the results of this chapter are summar- 
ized and are compared with the corresponding estimates made 
in the preceding chapter: 


TABLE XLIV 

Investjients of Foreign Countries in Canada, 1900 to 1913 


In thousands of dollars 


Year 

British 

American 

Other countri^ 

Total 

Total, as 
estimated in 
Chapter V 

1900 

10,068 

17,907 

3.745 

31,720 

33,692 

1901 

15,08s 

18,339 

3.745 

37,169 

49,964 

1902 

11,916 

23,358 

7,060 

42,334 

30,686 

1903 

28,833 

22,093 

3.745 

54,671 

52,499 

1904 i 

29.500 i 

25,780 

6,618 

61,898 

112,130 

1905 

76,398 

32,408 

3,745 

112,551 

98,749 

1906 

68,453 

29,510 

7,293 

105,256 

99,072 

1907 

65,251 

25,992 

3,845 

95,088 

160,985 

1908 

181,404 

32,744 

7,982 

222,130 

224,189 

1909 

212,725 

36,153 

4,522 

253,400 

193,448 

1910 

218,457 

72,664 

1 22,065 

313,186 

224,731 

1911 

244,427 

76,143 

1 27,840 

348,410 

358,202 

1912 

S 214,830 

81, 735 

24,550 

321,115 

435,002 

19x3 

; 375.771 

134,968 

35,960 

! 546,699 

433,085 

Total. . 

1, 753.118 

629,794 

162,715 

i 2,545,627 

! 

2,306,434 



CANADA^S BALANCE OF TRADE 


140 

The estimate reached in this chapter for the total amount of 
foreign capital invested in Canada from 1900 to 1913 is greater 
by $39,193,000, or 1.6 per cent, than the corresponding esti- 
mate reached in Chapter V. Considering the incomplete char- 
acter of the material available for a direct estimate of the amount 
of foreign investments in Canada, the complicated character of 
the indirect estimate made in the preceding chapter, and the 
necessary resort in both estimates to conjectural material, the 
two sets of total results are in remarkably close agreement. 

For individual years the two sets of estimates exhibit much less 
harmony. The discrepancies are especially great for the years 
1904, 1907, 1910, 1912, and 1913. It is probable that most of 
the excess in the present estimate for 1913 over the corresponding 
estimate in the preceding chapter is due to (i) the delayed influ- 
ence on the present estimate of temporary borrowings made in 
1912 and converted to permanent loans in 1913, and (2) heavy 
borrowings made late in 1913, but which did not actually reach 
Canada in the form of imports until 1914. This would also help 
to explain the excess of the present total estimate over the esti- 
mate for the entire period, made in the preceding chapter. The 
data upon which the present estimate was based were much more 
comprehensive for the period as a whole than for the individual 
years in the period, and the apportionment of the investments to 
individual years was perforce made largely on the basis of con- 
jectural h3rpotheses. But even though all the data used were 
complete and accurate, some discrepancy should still be expected 
between the two sets of estimates for the individual years. A 
loan recorded in this chapter as made in one year may not have 
influenced until the following calendar year the data upon which 
the estimates made in Chapter III were constructed. A public 
issue made in one calendar year may represent the funding of a 
Treasury Bill issue or a bank loan made some time previously, or 
may have been anticipated by purchases abroad on a short-time 
credit basis, and may therefore have already influenced the 
Canadian balance of indebtedness in an earlier year. Imports 
may be financed by permanent loans either after or before the 
imports actually occur. Other factors similar in character may 
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operate in like manner to make estimates based on the date of 
flotation of loans disagree with estimates based on the factors 
revealing the indebtedness. Discrepancies between the two esti- 
mates for the individual years, due to such causes, should offset 
each other in a series of years. The closeness of the two estimates 
for the entire period confirms, therefore, the hypothesis that the 
discrepancies between the estimates for individual years are due 
in large part to the differences in time between the flotation of a 
loan and its transfer to the borrowing country in the form of 
commodities. 




PART II 

THE MECHANISM OF ADJUSTMENT OF THE 
CANADIAN BALANCE OF INTERNATIONAL 
INDEBTEDNESS 




INTRODUCTORY 


Part II of this study deals with the mechanism of adjustment of 
the Canadian balance of international indebtedness. During the 
period of this study the great disturbing factor was the inflow of 
foreign capital into Canada, and the particular problem for ex- 
planation — in fact, what is here meant by the ^‘adjustment’’ of 
the balance of international indebtedness — is the mechanism of 
the process whereby the Canadian borrowings, negotiated in 
terms of money, entered Canada in the form of goods and not in 
gold. The classical school and its followers have not been wholly 
in agreement in their explanation of the mechanism of adjustment 
of international balances of indebtedness. John Stuart Mill’s 
exposition of the process of adjustment will be taken as a starting 
point for the present attempt at inductive analysis and verifica- 
tion, but some attention will later be given to the controversial 
phases of the a priori theory. 

The mechanism of adjustment of the Canadian balance of 
international indebtedness to the Canadian borrowings from 
abroad, granting two assumptions — first, that the period of bor- 
rowings followed immediately upon a period of even balance be- 
tween the Canadian debits and credits, and second, that the 
borrowings continued at an even and steady rate for an indefinite 
period ^ — would be explained by Mill as follows: ^ 

Commerce being supposed to be in a state of equilibrium when the obh- 
gatory remittances begin, the first remittance is necessarily made in money. 
This lowers prices in the remitting countr>’’, and raises them in the receiving. 
The natural effect is that more commodities are exported than before, and 
fewer imported, and that, on the score of commerce alone, a balance of 

^ The first of these assumptions applies closely enough to the period under 
study, whose first three years were marked by a close approach to an even balance 
between debits and credits. The second does not apply, but is made in order to 
simplify the first stages in the treatment of the problem. The necessary correc- 
tions wil be made in the course of the discussion. 

* Principles of Political Economy^ Bk. Ill, Chap, xxi, § 4. Read “loans’’ in 
place of “obligatory remittances” and “tribute.” 
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money will be constantly due from the receiving to the paying country. 
When the debt thus annually due to the tributary country becomes equal 
to the annual tribute or other regular payment due from it, no further 
transmission of money takes place; the equilibrium of exports and imports 
will no longer exist, but that of payments will; the exchange will be at par, 
the two debts will be set off against one another, and the tribute or remit- 
tance will be virtually paid in goods. 

Mill would agree also that the flow of gold from the lending to 
the borrowing country would be preceded in the lending country 
by a rise in the price of bills on the borrowing country to the gold 
export point, and that the price of the foreign bills would continue 
at that point during the continuance of the outward flow of gold. 
The process of adjustment, as explained by Mill, thus consists of 
five successive stages, occurring in the following order: 

(1) A rise in the price of bills on the borrowing country; 

(2) A flow of gold from the lending to the borrowing country, 
accompanied by exchange at the gold export point of the lending 
coimtry (and at the gold import point of the borrowing country) ; 

(3) Relative changes in price levels in the two countries, prices 
rising in the borrowing country, falling in the lending country; 

(4) Changes in imports and exports, the borrowing country ac- 
quiring an unfavorable balance of trade and the lending country 
acquiring a favorable balance; 

(5) After the unfavorable trade balance of the borrowing coun- 
try had become exactly equal to the rate of borrowing, the return 
of the exchanges to parity, the cessation of gold movements, and 
the stabilization of relative prices in the two countries at their new 
levels. 

The present analysis of the mechanism of adjustment of the 
Canadian balance of international indebtedness will take up for 
examination the operation of variations in the exchanges, gold 
movements, changes in relative price levels, and changes in 
commodity imports and exports, in the order given, and of course 
primarily from the point of view of the borrowing country. 



CHAPTER VII 


EXCHANGE RATES AND GOLD MOVEMENTS 
Exchange Eates 

Exchange rates, aside from their relationship to gold move- 
ments, operate in the adjustment of international balances 
through their influence on the profitability of export and import 
of commodities and of the transfer of securities and bank de- 
posits from country to country. When bills on foreign countries 
are low, that is, when the foreign exchanges in terms of a given 
country’s currency are high, foreign goods are cheaper by the 
amounts of the discounts on the foreign countries’ currencies; 
conversely, when bills on foreign countries are high, foreign goods 
are dearer by the amounts of the premiums on the currencies of 
the foreign countries, comparison in each case being with the 
state of affairs when the exchanges are at mint parity. If Canada 
begins to borrow from Great Britain, bills on London will pre- 
supiably be at a discount in Canada, imports from Great Britain 
will be stimulated and exports to Great Britain will be checked 
thereby, and the fall in London bills will operate to bring about 
at least a partial transfer to Canada of the borrowed funds in 
the form of commodities. But a proper understanding of the part 
played by variations in the exchanges in the adjustment of inter- 
national balances requires a clear appreciation of the differences 
between the two major classes of disturbances to the equilibrium 
of international balances of indebtedness. 

First, there are the merely temporary and casual fluctuations in 
the international balance of indebtedness about its normal equal 
balance of debits and credits. Even though the basic conditions 
were such as to bring about an even balance of international debits 
and credits for Canada in the course of a week or a month or a 
year, there would nevertheless be daily divergencies from this 
even balance, due simply to the fact that fine economic adjust- 
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ments are not characteristic of complex social processes operating 
Tinder individualistic motivation and control. Casual disturb- 
ances in one direction of the even balance of international in- 
debtedness tend to be soon offset by disturbances in the opposite 
direction, so long as the basic conditions continue to be such as to 
bring about an even balance. And there is no reason to doubt 
that variations in the exchange rates, largely within the range of 
the gold points, are an important factor, and in many cases the 
dominant factor, in the day-to-day adjustments of balances of in- 
debtedness to such disturbances. But even in the adjustment of 
casual disturbances, variations in the exchanges operate mainly 
through their influence on transfers of securities and bank bal- 
ances, on the settlement or postponement of maturing obligations, 
and on international short-time loans, — that is, on the direction 
and volume of immediate obligations, — and only slightly, if at 
all, through their influence on the volume of imports and exports. 
The principal effect of the variations in the exchanges under such 
circumstances is to minimize the flow of gold where, in the ab- 
sence of their regulatory influence, gold would move in opposite 
directions within short periods of time.^ 

Secondly, when the even balance of debits and credits is dis- 
turbed by a more or less permanent factor, such as, for instance, 
continued borrowings from abroad, adjustment of the balance 
of international indebtedness consists not in the reestablishment 
of an even balance between all debits and all credits, immediate 
and deferred, but in the establishment of an even balance of pay- 
ments through the creation of an excess of trade debits over 
trade credits equal in amount to the current borrowings, so that 
the borrowed capital will enter in the form of goods and not of 
gold. If the borrowing continues indefinitely, and if the rate of ex- 
change is to operate continuously as a regulatory factor through 
its stimulus to imports and its check to exports, it must continue 

^ Cf. J, S. Mill, Principles j Bk. Ill, Chap, xx, § 3: . what is called an tm- 

favorable exchange is an encouragement to export, and a discouragement to import. 
And if the balance due is of small amount, and is the consequence of some merely 
casual disturbance in ike ordinary course of trade, it is soon liquidated in commod- 
ities, and the account adjusted by means of biUs, without the transmission of any 
bullion.’’ (Italics mine.) 
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indefinitely to be favorable to the borrowing country. But ex- 
change rates cannot be for a long time in favor of a given country, 
under normal conditions of the maintenance of the gold standard 
and freedom of gold movements from artificial restraint, without 
moving to the gold import point and thus giving rise to an inflow 
of gold. 

It is true that the movements of the exchanges normally show 
a strong aversion to reaching the gold points. But this is wholly 
due to the necessarily temporary character of any disturbance in 
the balance of payments and to the consequent probability that 
any movement of the exchanges in one direction will soon be 
followed by a movement in the reverse direction. The exchanges 
are prevented from reaching the gold points in consequence of 
minor disturbances of the balance of payments by financial opera- 
tions, — such as postponements of settlement of obligations, trans- 
fers of bank balances, sales of floating securities, — which either 
create payment obligations in one direction or temporarily lessen 
the volume of immediate obligations in the other direction. But 
such operations are limited in their volume, and they are finan- 
cially attractive only as temporary transactions to be reversed in 
their direction when the exchanges move to the other side of 
parity. The stock of liquid capital engaged in such operations 
is used to buy in one form or another exchange on country A in 
country B at below par, with the expectation that there will soon 
be an opportunity to sell it above par. It is these speculative op- 
eiations which serve to keep the exchanges from reaching the gold 
points when the variations in the exchanges are due to minor and 
temporary variations in the relation of the supply of to the de- 
mand for foreign bills. If the balance of immediate obligations 
aside from such speculative transactions is such that the flow of 
foreign bills will be even for a short time greatly in excess of the 
demand for such bills, the additional demand for foreign bills aris- 
ing out of such transactions will be insufficie^it to keep the rate of 
exchange from moving to the gold import point. If the balance of 
international transactions is such that, aside from these exchange 
market operations, foreign bills will continuously flow into the ex- 
change market at a rate in excess of the demand for such bills, 
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these operations will appear financially unattractive and will cease 
to take place as soon as it becomes evident that no early reversal 
in the direction of the exchanges is to be expected; the important 
check on the movement of the exchanges to the gold import point 
will be removed; the surplus of foreign bills will be liquidated by 
the shipment of gold from abroad. Of the checks which operate to 
restrain the exchanges from moving to the gold points, the in- 
fluence of small variations in thb exchanges on the course of com- 
modity trade is a minor factor and the financial operations in the 
exchange market are the important element; and the latter are 
inadequate or cease altogether when the basic conditions are such 
as to bring about in the absence of gold movements a substantial 
or a continued debit or credit balance of immediate obligations. 
If there is a long-continued excess of foreign bills arising out of 
commercial and long-time borrowing transactions, it will not be 
absorbed by the short-time loans stimulated by the low prices of 
foreign bills, and will be liquidated only by inward gold shipments. 

But gold imports, if they occur, operate through their influence 
on price levels to bring about the needed adjustment of the in- 
ternational balance of indebtedness in such manner that there 
may be an even balance of payments, that gold movements may 
cease, and that exchange rates may return to par. Although, 
therefore, a favorable rate of exchange may be expected, at the 
inception of borrowings, to cooperate with the effect on prices of 
the import of gold in stuntflating imports and checking exports, 
variations in the exchanges exhaust their direct influence, in ad- 
justing the balance of indebtedness to continued borrowings oc- 
curring at an even rate, at the beginning of the borrowings, when 
a fall in the foreign exchanges is first a preliminary to the import 
of gold and then accompanies the import of gold. Once the prices 
in borrowing and lending countries have been adjusted to their 
proper relative levels, gold imports cease, and the exchanges 
return to parity. The balance of payments is equalized, but the 
balance of indebtedness is not. When writers insist, as does, for 
instance, Professor Hollander,^ that variations in exchange rates 

^ J.H.Hollander/‘ International Trade Under Depreciated Paper: A Criticism” 
(of an article under tliis title by Professor Taussig), Quarterly Journal of Economics, 
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unaccompanied by gold movements and price changes are suffi- 
cient of themselves to bring about an excess of imports over ex- 
ports in a borrowing country, equal to the volume of borrowings, 
they not only overestimate the possible influence of variations in 
exchange on the course of trade, but they fall into positive error 
because of their failure to distinguish between what Mill called 
the ^^self-adjusting’’ variations in the exchange, and those 
‘Vhich can be rectified only through prices.” ^ 

To aid in making clear what is at issue, let us consider the trade 
between only two countries, Canada and the United States, as- 
suming, as was true fot the period under study, that the cur- 
rencies of the two countries are identical in denominations and 
mint values. Before the Canadian borrowings begin, Canada 
annually imports from the United States goods to a value to the 
American exporters of $100,000,000, and annually exports in 
pa3mient goods to a value of $100,000,000 to the American im- 
porters. The supply in Canada of biUs on the United States 
equals the demand for such bills; the rate of exchange is at the 
mint par; no gold is shipped in either direction. Assume now 
that Canadian borrowings begin at an annual rate of $50,000,000- 
The increase in the American demand for bills on Canada unac- 
companied by an increase in the American supply of such bills 
will turn the rate of exchange against the United States. It is 
presumably Professor Hollander’s argument that the Canadian 
demand for American products is necessarily so highly elastic — 
or the American demand for Canadian products so highly in- 
elastic — that an increase in the amount of American funds in 
the United States purchasable with a given amount of Canadian 

vol. xxxii (1918), p. 678. Cf. Taussig’s reply, Wid., p. 692: ‘‘Surely it cannot be 
maintained that such transactions [i.e., loans] would bring about a movement 
of commodities from the lending country merely through the disturbances of 
foreign exchange within the limits of the gold points. Fluctuations in exchange 
rates within these limits are never more than a minor factor as regards commodity 
exports and imports.” This rejoinder brings to bear against Hollander only the 
daim that he overestimates the possible weight of the exchange factor in affecting 
the course of trade. I have tried to demonstrate in the text that the exchange 
rates cannot operate at all, except at the beginning of the period of borrowing, in 
the manner described by Hollander. 

^ FfincipkSj Bk. HI, Ch. xx, § 3. 
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funds in Canada, short of that which would result from exchange 
on Canada moving to the gold export point, will necessarily be 
sufficient to induce an annual excess of $50,000,000, in the im- 
portation of American goods by Canada, over the Canadian ex- 
portation of its own goods to the United States. 

There is theoretically a very faint possibility that such may 
be the order of events. There is surely nothing in the theory of 
the exchanges which makes it the necessary or even the probable 
course of events. Were it not for the limitations on the extent of 
variation in the exchanges, resulting from the profitability of gold 
shipments when the gold points are reached, there would be no 
reason, other than the peculiar profitability of speculation in 
the exchanges because they frequently reverse their direction of 
movement, why the variations in the exchanges should be more 
limited in their range than the variations in, let us say, the rela- 
tive prices of wheat and iron ore. Granted the effectiveness of the 
profitability of gold shipment at the gold points as a limitation on 
the range of possible variation in the exchanges, there is no funda- 
mental reason why the continued and substantial excess at mint 
parity of the demand for over the supply of foreign bills should not 
take the exchange on the foreign country to the limit of that range 
of variation, that is, to the gold export point. On the contrary, it 
would be surprising if, under the circumstances stated, the price of 
foreign bills did not immediately rise to the gold export point, and 
then, after some gold had been exported, return to par. 

Professor Hollander appeals to the high authority of Ricardo 
in support of his contention that the adjustment of the balance 
of payments to foreign borrowings is effected without gold ship- 
ments through the influence of variations in the exchanges within 
the gold points on the commodity balance of trade.^ But Ricardo 
maintained that the adjustment of the commodity balance of 
trade to capital borrowings came about automatically and without 
the intervention of gold movements. He does not appear ever 
to have stated in any of his formally published writings that 
variations in the exchanges played any part in the adjustment 
of international balances to capital borrowings or similar dis- 
^ J. H. Hollander, op^ p. 677. 
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turbing factors. In personal correspondence with Malthns, how- 
ever, he conceded that variations in the exchanges were part of 
the mechanism of adjustment of the commodity balance of trade 
to a subsidy. But he also conceded that if a substantial subsidy 
were granted, gold movements would be necessary; that is, the 
rate of exchange on the subsidy-receiving country would move 
to the gold export point.^ 

Canadian Dealings in Foreign Exchange 

Canadian transactions in foreign exchange and in monetary 
gold are carried on almost wholly by way of New York. A sup- 
ply of bills on London in excess of the amount needed to meet 
current obligations in Great Britain would be sold in London or 
New York for American funds, and similarly a shortage of ster- 
ling bills in Canada would be met by purchases of sterling ex- 
change in New York or by sale of New York funds in London 
rather than by direct dealings with London. The rates of ex- 
change between Canada and England are governed more by the 
triangular relations of London and Canada with New York than 
by the direct relations between Canada and England. The New 
York exchange market carries the burden of the Canadian supply 
and demand of sterling bills, and the volume of sterling-exchange 
transactions in New York on American account is so much 
greater than the volume of transactions on Canadian account 
that in ail probability the New York rates of sterling-exchange 
are not appreciably influenced by the transactions on Canadian 
account. The Canadian rates for sterling exchange, therefore, do 
not accurately reflect the state of the balance of payments be- 
tween Canada and Great Britain. The New York rate of ster- 
ling exchange swings the Canadian sterling rate along with it. 
Unless the American balance of payments with Great Britain 
always coincided with the Canadian balance of payments with 
Great Britain, the Canadian rates of sterling exchange would not 
always move in sympathy with the Canadian balance. Canadian 
exchange transactions with countries other than Great Britain 
and the United States are comparatively unimportant, and are 
^ Lelt&ts of Ricardo to Malthus (James Bonar, editor), Oxford, 1887, p. 20. 
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almost invariably handled through London or New York. The 
operation of variations of exchange rates as part of the mechanism 
of adjustment of international balances, whether of payments or 
of indebtedness, must be sought, therefore, in so far as Canada 
is concerned, in the exchange relations between Canada and 
New York. 

Throughout the greater part of the period under study, New 
York funds were generally — although not continuously — at a 
discount in Montreal and Toronto, thus reflecting the general 
prevalence of an excess in the supply of over the demand for 
foreign bills in Canada. This was the result to be expected from 
the continued flotation of Canadian loans abroad, not at an 
even rate, but in irregularly increasing volume. The generally 
upward trend in the rate of borrowings abroad would explain 
the generally present discount on New York funds. The irregu- 
larity in the rate of increase, and especially the sporadic recur- 
rence of decreases, in the volume of borrowings abroad, would 
explain the occasional appearance of premium^^ on New York 
funds in Canada. The exchanges may therefore be presumed to 
have fluctuated in conformity with the theoretical expectations 
under borrowings abroad in fluctuating volume. At the incep- 
tion of foreign borrowings, and at each increase in the rate of 
foreign borrowings, New York funds should have dropped below 
par in Canada. When borrowings had been maintained for some 
time at an approximately even rate, New York funds should have 
been at or near par. When the volume of borrowings declined, 
New York funds should have been at a premium. Detailed in- 
ductive verification is not feasible, because the effect of the bor- 
rowings on the exchanges is inextridably bound up with the 
effect of the casual disturbances in the Canadian balance of pay- 
ments with other countries, due to minor and temporary causes. 
In general, however, the trend of New York exchange in Canada 
was in conformity with the theoretical expectations.^ 

^ E, L. Stewart Patterson and Franklin Esclier, Banking Practice and Foreign 
ExchangCf Canadian Edition (Alexander Hamilton Institute Series on Modern 
Business), 1914, p. 418: ** Until 19x2 New York funds in Canada were generally 
at a discount, averaging between 1/64 and 1/32 of i per cent, and ibis in face of 
the fact that the so-called ‘balance of trade’ was always against Canada. . . , 
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Nevertheless, the peculiar relations existing between the Amer- 
ican and Canadian iinancial markets render it highly improbable 
that variations in the New York exchanges were an appreciable 
factor in stimulating Canadian imports or checking Canadian 
exports even at the inception of borrowings or at periods when 
the rate of borrowings increased. American gold coin is legal 
tender in Canada at its face value, and is the predominant ele- 
ment in the gold reserves of both the government and the banks. 
It can pass freely between the two countries as money. There 
is, therefore, no delay nor brassage charge, for reminting, nor any 
loss in value because of wear and tear of the coins, when American 
gold coin crosses the Canadian boundary. Gold shipped from 
New York after banking hours of one day reaches Montreal be- 
fore banking hours of the next day, so that time lost in shipment 
is not a factor. As a consequence the difiference between the 
mint par and the gold points is virtually equal to the bare trans- 
portation and insurance costs. During the period under study, 
a shipment of gold could be made between New York and Mon- 
treal at a cost of 70 cents per thousand dollars. A Canadian 
bank would import gold, therefore, as soon as a rate of 1/16 to 
5/64 of I per cent discount on New York funds was quoted, and 
would ship gold to New York before a premium of 1/16 to 5/64 
of I per cent was quoted.^ So narrow was the normal range of 
variations before 1914 that market quotations were considered 
only for very large transactions, the banks charging a flat rate on 
small counter transactions irrespective of the market. It is incon- 
ceivable that variations in exchange rates within so limited a 
range could have exerted an appreciable influence on the relative 
volume of Canadian imports and exports. 

This abnormal condition was due principally to the steady flow of British and 
foreign capital into Canada during the period referred to, the relative exchange 
operations being effected through New York. With the diminution of the volume 
of these investments and the constantly increasing remittances to Europe on ac- 
count of dividends, interest, etc., the position is gradually reversing; since 1912 
the tendency of the exchange market for New York funds has been more or less 
against Canada, and the average now would probably work out at par or a slight 
premium.” 

^ Banking Praiiice and Foreign Exchange, p. 419. 
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Gold Movements 

It has been shown above that variations in the exchanges 
could not have been a significant factor in the adjustment of the 
Canadian balance of international indebtedness. The restricted 
range of possible variation between the gold points in Canadian 
exchange rates on New York should have resulted, it may be 
supposed, in an accentuation of gold movements. Some econo- 
mists, it is true, have denied that movements of gold and con- 
sequent changes in relative price levels are a necessary or even a 
usual phase of the adjustment of trade balances to borrowings. 
Their reasoning can be more conveniently examined in a later 
chapter when the relationship of changes in price levels to the 
adjustment of international balances is investigated. In the 
remainder of this chapter the actual movements of monetary gold 
into and out of Canada during the period under study will be 
analyzed with a view to testing the explanation offered by Mill 
of the part played by gold movements in the mechanism of ad- 
justment. As a preliminary, it is necessary that there be pre- 
sented the essential facts concerning the monetary use of gold 
in Canada. 

Although Canada has a substantial annual production of gold, 
almost all of it during the period under study was sent out of 
Canada to be smelted and refined. Until 1908 no gold coin was 
minted in Canada, and from 1908 to 1913 the gold coin minted 
in Canada amounted only to $4,853,000.^ With some minor 
exceptions of no material importance, gold is used in Canada, for 
monetary and reserve purposes, only in coined form. There is 
no relationship, therefore, direct or indirect, temporary or per- 
manent, between the Canadian production of gold, and Canada^s 
stock of monetary gold.^ 

There is no hand-to-hand circulation of gold as money in 

^ Cf. supra f p. 31, Table II. 

® J. F. Johnson misinterprets the situation, therefore, when he supports Ms 
claim that exports and imports of monetary gold are of small consequence in 
Canada, by the statement that the output of Canada^s own mines is more than 
sufficient to furnish the annual increment in the banking reserve. The Canadian 
Banking System, pp. 80, 81. 
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Canada. Its monetary uses are confined in Canada to the fol- 
lowing: (i) as a reserve held by the government against its own 
issues of paper money and against deposits in the government 
and postal savings banks; (2) as a reserve held by the banks 
against their demand liabilities and to obtain the needed amounts 
of government currency; (3) in settlement of balances between 
banks; (4) in settlement of foreign transactions by the banks. 

(1) The only form of government currency in Canada, other 
than silver and bronze subsidiary coinage and the small amounts 
of Canadian gold coin, is the ^‘Dominion note^^ or ^Tegal tender.” 
Before 1903 the Minister of Finance was authorized to issue 
$20,000,000, and from 1903 to the end of the period under study 
$30,000,000, of these notes against a reserve in gold of 25 per 
cent of that amount. He could issue notes in excess of the stated 
maximum without limit, but only in exchange for gold, dollar 
for dollar. Over 75 per cent of the circulation was normally in 
notes of denominations of $500 or over, most of these being 

special notes” valid only between banks and with the govern- 
ment itself when tendered by a bank. The government has a 
monopoly of the issue of $i and $2 notes, and the circulation of 
Dominion notes outside of the banks is almost wholly confined to 
these denominations. The uncovered issue of Dominion notes 
was so small during this period that the notes were virtually gold 
certificates and were commonly regarded as such. Since July, 
1903, the government has also held an additional gold reserve of 
10 per cent against the deposits in the government and the postal 
savings banks. These deposits were comparatively small in 
amount and underwent little fluctuation, so that the gold reserves 
on this account never exceeded $8,000,000 nor fell below $5,000,- 
000 during the period under study. 

(2) The Canadian chartered banks ^ are authorized to issue 
their own notes in denominations of $5 and multiples thereof to 

^ Practically all tlie banking in Canada is done by the “chartered banks,” the 
only exceptions being the Government Savings Bank, the Postal Savings Bank, 
and two small savings banks with old charters. Savings banking is done by the 
chartered banks as a special department of their general banking business. Trust 
and loan companies accept deposits, but they are not required to maintain gold 
reserves. 
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the amount of their paid-up capital, except that from 1908 on 
they were authorized to exceed this maximum daring the crop- 
moving season by 15 per cent of the amount of their paid-up 
capital and reserve, and from July, 1913, to the end of the period 
under study they were authorized to issue notes to any amount 
upon the deposit in a ‘^Central Gold Reserve’^ of an amount of 
gold or Dominion notes equal to the amount of their excess issue 
above their paid-up capital. There is no statutory requirement 
as to the amount of reserve to be kept by the banks against their 
demand liabilities, but the banks are required to keep at least 40 
per cent of their ^^cash reserves,^’ that is, gold and Dominion 
notes, in the form of Dominion notes. The original purpose of 
this provision was to assure to the government the continued 
circulation of the uncovered part of its issue of Dominion notes, 
but in practice the banks find it convenient to keep a larger part 
of their reserves in Dominion notes than in gold. 

(3) In settlements of balances between banks very little use is 
made of gold, because of the cost and risk connected with its 
transportation. Dominion notes serve the purpose better, es- 
pecially as the ‘^special notes’’ valid only between banks protect 
the banks against loss from theft. TheoreticaEy the banks need 
not keep any gold in their reserves, in so far as Canadian transac- 
tions are concerned, except as a means of obtaining Dominion 
notes whenever they are needed, since the government will 
issue Dominion notes to the banks upon demand in exchange for 
gold. 

(4) The banks, however, always keep a part of their reserves in 
the form of gold in order to be prepared to meet immediately any 
demand for payments outside of Canada. If all their reserves 
were in the form of Dominion notes, some delay might ensue at 
critical moments in exchanging Dominion notes for gold at the 
redemption stations of the Receiver-General. 

The direct use of monetary gold in Canada is confined, there- 
fore, to international payments and to the exchange, with the 
government, of gold for Dominion notes or of Dominion notes for 
gold. There is no open gold market in Canada, and foreign obli- 
gations or claims of Canadians are liquidated through the banks. 
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No Canadian ever has any need, or makes any call, for gold coin 
for domestic monetary nse.^ The coin in the reserves consists 
mainly of United States and British gold coins, both of which are 
legal tender in Canada, the sovereign at $4.86! and United States 
gold coin at its face value in dollars. 

The total stock of monetary gold in Canada on December 31, 
1913, was as follows: ^ 



Thousands of dollars 

Held by Receiver-General: 

Reserve against issue of Dominion notes . . . 

. , . 108,687 


Reserve against savings bank deposits . . . . 

. . S.486 



114,173 

114,173 

Held by banks in Canada: 

“Specie” in vaults 

.... 25,944 


Gold in Central Gold Reserve 

. . . 1,197 



27,141 

27,141 

Total . ... 


141,314 


On the same date the holdings of Dominion notes by the banks, 
including holdings in the Central Gold Reserve, amounted to 
$111,178,000, of a total issue of $131,187,000. The amount of 
Dominion notes in the hands of the public was therefore ap- 
proximately $20,000,000, or slightly less than the maximum un- 
covered issue, $22,500,000. 

The official Canadian statistics of imports and exports of gold 
coin, it has already been pointed out,® are too inaccurate to be 
usable. The official statistics of the amounts of gold held in 
government and banking reserves are issued at monthly inter- 
vals. As no gold circulates in Canada, these statistics provide 
an adequately accurate measure of net gold movements into and 
out of Canada.^ 

^ *^ln theory ours is a gold standard with a Gold Currency- But in practice it 
is Gold Standard without the Gold Currency. . . . The currency used every day 
by ordinary folk consists of silver and bronze tokens, from one cent to fifty cents. 
Dominion notes, and the notes of the chartered banks.” James Bonar, Economic 
Journdj June, 1914, p. 29S. 

^ Canada Gazette, January and February, 1914. 

® P. 33, supra. 

^ Not absolutely accurate, however, because: (a) until July, 1913, the banks in 
their reports to the Government did not separate specie held in Canada from specie 
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The table on page i6i presents the net changes from month 
to month in the monetary stocks of gold in Canada, the average 
monthly change in each year, and the average monthly Canadian 
debit balance of international indebtedness in each year. 

The data presented in this table appear at first glance to 
be strongly confirmatory of the theory that borrowings from 
abroad enter the borrowing country in the form of goods only 
after a preliminary flow of gold. The absence of monthly statistics 
of the amount of borrowings abroad prevents a detailed compari- 
son of the dates of the variations in the direction and quantity of 
gold movements as compared with the dates of the variations in 
the amounts of flotation of foreign loans and their entrance into 
Canada in the form of goods. Nevertheless, the table shows that 
in general the inflow of gold was greatest in the years in which the 
excess of the Canadian borrowings over Canadian loans was great- 
est. It is significant that, with the sole exception of 1909, every 
decrease in the rate of inward flow of capital was accompanied 
by an outflow of gold either in the same or in the preceding year, 
in spite of the fact that the general expansion of population and 
industry in Canada during the period under study made neces- 
sary a corresponding expansion in the gold reserves. 

It is not to be expected that the preliminary gold import, neces- 
sary according to Mill if borrowings are to enter in the form of 
goods, should be as great or nearly as great as the amount of 
the borrowings. Nevertheless, the variations in Canadian gold 
stocks appear too small to have been the effective means of ad- 
justing the Canadian balance of indebtedness to the borrowings 
from abroad, especially when the size of these borrowings, and 
the lack of important cooperation in the adjustment of balances 
from variations in exchange rates, are taken into consideration. 
The borrowings fluctuated considerably from year to year, and 
the monthly fluctuations were in all probability relatively much 

held elsewhere, and resort to estimates is necessary in deducting from the total 
specie holdings of the banks the specie held outside of Canada; (b) the term “specie ” 
used by the banks includes small amounts of subsidiary silver and bronze currency; 
(c) minor contributions to the Canadian gold reserves were made from 1908 to 
3913 from coin minted at the Canadian mint for which there are no monthly sta- 
tistics. The aggregate error arising from these three factors must, however, be small. 



Momthiy Increases and Decreases in the Canadian Stocks of Monetary Gold, 1900 to 19x3 ^ 

In thousands of doUars 
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amouQt of deposits outside of Carmda. See p. 30, Table II, note 3 , su^fa. 
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greater. If variations in exchange rates and in gold movements, 
operating, through their influence on relative prices, on the profit- 
ability of import and export, comprise the entire mechanism of 
adjustment of trade balances, should not the tremendous and 
irregular inflow of capital into Canada have been accompanied 
by gold movements much more substantial and marked by much 
greater fluctuations than are indicated in the above table? When 
consideration is given to the fact that most, if not all, of the gold 
movements can be adequately explained by reference to internal 
banking and currency conditions in Canada and without direct 
reference to the borrowings abroad, the question just raised ac- 
quires even greater significance. In the five-year period from 
August, 1901, to August, 1906, the only net monthly change in 
the Canadian stock of monetary gold which exceeded $3,000,000, 
namely, the increase in May, 1903, amounting to $4,829,000, was 
due to the coming into force of the Savings Bank Act of 1903, 
which for the first time required the government to keep a reserve 
in gold — 10 per cent — against the deposits in the Government 
Savings Bank, and cannot therefore be attributed to the influence 
of Canadian borrowings abroad. The general upward trend of 
the Canadian monetary stocks of gold during the period under 
study can reasonably be supposed to reflect nothing more than 
the fairly steady growth in the Canadian need for currency and 
banking reserves during a period of expanding population, in- 
dustry, and commerce, and of world-wide buoyancy in prices. 
Further analysis is necessary, especially of the relation of gold 
to banking in Canada, before the data presented in Table XLV 
can be justifiably offered as a satisfactory inductive verification 
of the theory of gold movements as expounded by Mill and other 
writers of the classical school. 

The government holdings of gold were strictly regulated by 
statutory requirements. The government reserves against gov- 
ernment savings-bank deposits clearly were independent of the 
inward flow of capital into Canada, and may therefore be disre- 
garded in the search for evidence of the influence of borrowings 
abroad on Canada’s stocks of monetary gold. With the excep- 
tion of the original issue of the uncovered portion of the Dominion 
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notes, the government never takes the initiative in the issue of 
these notes but awaits the presentation of gold for notes before 
putting them out into circulation. The xmcovered issue of Do- 
minion notes during the period under study never exceeded by 
more than a few million dollars, and often fell below, the amount of 
total circulation of Dominion notes outside of the banks. With 
respect to its holdings of gold against the remainder of the Do- 
minion notes, the government, therefore, was virtually acting as 
custodian for the gold of the banks. If the government holdings of 
gold are disregarded, and the bank holdings of Dominion notes are 
treated as if they were gold, analysis of the relationship between 
Canada’s gold stocks and borrowings abroad may be confined to 
the bank holdings without any appreciable error. The next chap- 
ter deals with the relationship of the Canadian banks to gold 
movements into and out of Canada. 



CHAPTER VIII 


THE CANADIAN BANKS AND THE ADJUSTMENT OF 
INTERNATIONAL BALANCES 

The 'Task Reserves” of the Canadian Banks, and Goid 

Movements 

The holdings of specie and Dominion notes of the Canadian 
banks are known as their ‘‘cash reserves” against demand 
liabilities. The monthly reports of the banks to the government 
have, since August, 1900, been sufficiently detailed to permit of 
the separation of the items relating to their operations in Canada 
from those relating to their operations outside of Canada.^ The 
total demand liabilities in Canada include the note circulation 
of the banks, their “demand” and “time” deposits, and the de- 
posits of the Dominion and provincial governments with the 
banks. The “demand” deposits represent nominterest-bearing 
commercial deposits payable on demand. The “time” deposits 
represent interest-bearing deposits of two classes, not separated 
in the returns: interest-bearing commercial deposits payable on 
a fixed date, and savings deposits payable only after notice. In 
practice the restrictions against free checking on time deposits 
are not strictly enforced. In addition to the “cash reserves,” the 
larger banks maintain “secondary reserves” outside of Canada, 
in the form of loans on call, mainly in New York, and net balances 
due from banks outside of Canada. The official returns are made 
monthly as of the final day of the month. 

Chart II presents for three-month intervals the amounts of 
the total demand liabilities in Canada of the Canadian banks, the 

^ TMs does not hold true of the bank returns of holdings of specie and Dominion 
notes, which did not separate holdings in Canada from holdings elsewhere than 
in Canada until July, 1913. For the method used in this study of estimating the 
amounts of specie holdings in Canada, see p. 30, supra. The holdings of Dominion 
notes outside of Canada were negligible in amount and may be safely disregarded. 
During the last six months of 1913, when they were separately reported, they aver- 
aged under $15,000. 
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DATA OF CHART II 

Cash Reserves and Secondary Reserves of Canadian Banks, 


1900 TO 1913 ^ 

In thousands of dollars 


Date 

(as of final day in 
month) 

Total demand 
liabilities in 
Canada 2 

Amount 

Cash reserves in Canada 3 

Secondary reserves ^ 

Amount 

Per cent of 
total de- 
mand 

liabilities in 
Canada 

Amount 

Per cent of 
total de- 
mand 

liabilities in 
Canada 

igoo September . . 

340 jS 76 

26,702 

7-8 

42,389 

12.4 

December . 

356,140 

28,083 

7.9 

39,444 

II. I 

igoi March 

354,243 

28,056 

7*9 

42,895 

12. 1 

June 

371,409 

27,105 

7.3 

47,324 

12.7 

September . . 

386,833 

25,973 

6.7 

60,137 

1S.6 

December . . . 

397,798 

27,646 

6.9 

58,796 

14.8 

igo2 March 

391,500 

28,215 

7.2 

51,717 

13.2 

June .. . 

407,800 

30,025 

7.4 

59,751 

14.7 

September . 

427,654 

29,179 

6.8 

64,973 

15.2 

December . 

440,301 

31,312 

7.1 

59>653 

13.S 

ipoj March 

437,802 

32,153 

7-3 

47,731 

10.9 

June ... 

445,806 

37,396 

8.4 

47,250 

10.6 

September . . 

462,409 

39,041 

8.4 

55,428 

12.0 

December . 

470,231 

41,181 

8.8 

52,238 

II. I 

xgo4 March 

473,395 

40,341 

8.5 

51,021 

10.8 

June 

493,507 

42,734 : 

8.7 

49,569 

lO.O 

September . 

511,655 

47,227 

9.2 

69,183 

13.S 

December . 

530,575 

49,455 

9*3 

74,996 

14.1 

jgo5 March 

524,512 

48,465 

9.2 

72,542 

13.8 

June 

541,529 

46,298 

8.5 

65,559 

12. X 

September 

568,632 

49,615 

8.7 

85,650 

iS-x 

December. . 

593,762 

50,213 

8.5 

77,995 

I3-I 

igo6 March ... . 

601,206 

48,633 

8.1 ' 

73,843 

12.3 

June 

620,588 

49,669 

8.0 

69,690 

II. 2 

September 

644,820 

50,960 

7.9 

82,625 

12.8 

December. . 

683,741 

57,106 

8.4 

72,391 

10.6 

igof March 

661,508 

54,670 

8.3 

52,389 

7-9 

June 

6So,6io 

59,595 

8.8 

62,268 

9.2 

September . 

685,181 

62,556 

9‘i 

68,041 

9.9 

December , 

656,157 

66,003 

lO.I 

50,819 

7.8 


See notes on following page. 
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DATA OF CHART 11 — continued 

Cash Reserves and Secondary Reserves of Canadian Banks, 
1900 TO 1913^ 


In thousands of dollars 


Date 

(as of final day in 
month) 

Total demand 
liabilities in 
Canada - 

Amount 

Cash reserves in Canada 3 

Secondary reserves* 

Amount 

Per cent of 
total de- 
mand 

liabilities m 
Canada 

Amount 

Per cent of 
total de- 
mand 

liabilities in 
Canada 

igo8 March .... 

631,731 

61,039 

9-7 

65,304 

10.3 

June . . . 

648,264 

63,564 

9-8 

78,015 

12.0 

September 

687,017 

76,261 

II. I 

116,356 

16.9 

December . 

728,922 

81,849 

II. 2 

141,562 

ig.4 

jgog March . 

733,723 

81,686 

II. I 

X45,X73 

19.8 

June 

774,509 

81,600 

10.5 

150,473 

19.4 

September . 

814,984 

83,325 

10.2 

168,752 

20.7 

December. , 

874,471 

87,917 

lO.I 

164,345 

18.8 

igio March 

883,563 

87,860 

9.9 

158,919 

18.0 

June 

923,462 

87,482 

9-5 

165,454 

17.9 

September . . 

945,823 

91,955 

9*7 

163,771 

X7.3 

December . 

943,508 

97,420 

10.3 

123,072 

13.0 

jgii March 

947,442 

98,524 

10.4 

I2I,20S 

12.8 

June 

998,292 

107,177 

10.7 

145,322 

14.6 

September . . 

1,023,532 

107,467 

10.5 

147,538 

14.4 

December . ■ 

1,061,209 

121,418 

11.4 

128,699 

12. 1 

jgi2 March . 

1,070,67s 

1 1 8,357 

II. I 

137,023 

12.8 

June . . 

1,144,116 

116,219 

10.2 

170,364 

14.9 

September . 

1,154,528 j 

119,861 

10.4 

147,036 1 

12.7 

December . 

1,162,078 1 

113,56s ! 

9.8 

123,312 1 

10.6 

ipij March. . 

1,127,881 ! 

113,925 

lO.I 

123,201 

10.9 

June 

1,132,098 

1x4,759 

10. 1 

119,058 

10.5 

September . . 

1,148,064 1 

118,64s 

10.3 

110,336 

9.6 

December . . 

1,147,022 1 

130,705 

11,4 

1 

129,820 

11.3 


1 Data from Monthly Bank Returns as published in Canada Gazette. 

a Note circulation, demand deposits, time deposits, and deposits of Dominion and Provincial 
governments. 

3 Dominion notes and specie held in Canada. For method of estimating amount of specie held in 
Canada, see p. 30, Table II, note a, supra, 

< Call loam elsewhere than in Canada, and net balances due from banks outside Canada. 
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c a gl i reserves and the secondary reserves against these liabilities, 
and also the percentages of each of these reserves to the total 
demand liabilities in Canada. The total demand' liabilities, if 
allowance is made for seasonal fluctuations, rose constantly and 
at a fairly regular rate except for a temporary recession during the 
depression of 1907-1908 and again in 1913 . The cash reserves also 
increased in about the same relative proportions, so that the 
curve indicating the percentage of cash reserves to total liabili- 
ties is nearly horizontal and is free from sharp fluctuations. Even 
without further analysis, the chart indicates an unusual degree of 
steadiness in the cash reserve ratio and, therefore, of power of 
control by the banks. 

The data in the chart are drawn from the bank returns for 
single days at three-month intervals for the system as a whole, 
which included over twenty banks with an aggregate in 1913 of 
over 3,000 branches scattered over a great area and, in some cases, 
not in easy communication with the head ofi&ces. Casual or tem- 
porary variations in the inflow of deposits, the grant of loans, 
the withdrawals of cash, shoifld be expected to bring about tem- 
porary fluctuations in the cash reserve ratio about the normal 
or desired ratio. The fact that the data are for single days 
should make the chart reflect fully these temporary fluctuations, 
where weekly or monthly averages would smooth them out. 
There would be a tendency, it is true, for variations in banking 
operations, if they are due to local or casual circumstances and 
not to some general factor operating throughout the country, to 
offset each other in the aggregate returns of the entire banking 
system. But the temporary fluctuations operating generally 
throughout the country should lead to fluctuations in the cash 
reserve ratio of the system as a whole. Also, since each bank has 
its own cash reserve policy and there are only relatively few 
banks, temporary fluctuations in the relative proportions of de- 
mand liabilities of the individual banks should tend to bring 
about fluctuations in the cash reserve ratio for the system as a 
whole, even though the aggregate demand h'abilities of the sys- 
tem remained the same and even though each bank maintained 
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its own reserve ratio nnclianged. Many factors were operating^ 
therefore, to make the cash reserve ratio of the system as a whole 
vary somewhat from day to day, even though it were the deliber- 
ate endeavor of each of the banks to maintain its own ratio at 
a constant level 

There were other factors which led the banks under certain 
circumstances deliberately and of their own accord to change 
their cash reserve ratios. The several items which make up the 
total demand liabilities of the banks differ in their reserve re- 
quirements, and variations in the relative proportions of the 
several items would therefore require compensatory variations 
in the reserve ratio. Slight variations in the reserve ratio from 
time to time are therefore consistent with the successful carrying- 
out by the banks of a policy of maintaining the reserves 
constantly at the minimum ratio to demand liabilities that is 
consistent with safety. 

There is abundant evidence that even the general upward 
trend in the cash reserve ratio was due to deliberate adjustment 
of their reserves by the banks to the changing character of their 
demand liabilities. The safe minimum reserve ratio is higher for 
demand deposits than for time deposits and highest of all for 
note circulation.^ Table XL VI shows that from 1908 on, time 
deposits were a decreasing percentage of the total demand liabili- 
ties of the banks and that therefore what would have been an ade- 
quate reserve ratio in the early part of the period would not have 
sufficed for the later part of the period. 

Moreover, it appears that other changes were occurring in the 
character of the deposit liabilities of the banks, which made a 
higher reserve ratio expedient: 

. , , The character of the bank liabilities in Canada has been chang- 
ing in the past half-dozen years. [/. e., 1907 to 1913.] The banks now hold 
a relatively larger amount of fimds which must be considered as imminent 
liabilities. Among these are balances carried in current account by foreign 

^ It has been estimated that on the average the call on Canadian banks is twice 
per annum for time deposits, 25 times per annum for demand deposits, and 36 times 
per annxim for notes. (B. E. Howard, “A Few Fundamentals — Credit Currency,” 
Mmi^tary TitmSy March 30, 1923.) 
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corporations, and special deposits on account of home corporations destined 
for m eeting expenditures on works of one kind or another. When these 
i tems bulk SO largely in the liabilities it is necessary to carry a larger ratio 
of reserve.* 

In addition, the growth in population, and especially in urban 
population, the increase in the number of bank branches from 
708 in 1900 to 3,140 in 1913, the improvement in means of com- 
munication, were all operating to increase the rapidity of circula- 
tion of bank notes and deposits and thus to raise the danger level 
for bank reserves. In Canada the banks regularly present each 
other’s notes for payment either directly or through the clearing 
houses in the same manner as checks.® Canadian clearing-house 

1 H, P. M. Eckardt, “The Immediately Available Reserve,” Journal of the 
Canadian Bankers* Association^ vol. xx (July, i 9 i 3 )> P- 250. 

2 In periods of high currency demand, especially at crop-moving seasons, the 
statutory limitation of each bank’s maximum note-issue to the amount of its paid- 


TABLE XLVI 

Percentage to Total Demand Liabilities in Canada of Note, Demand 
Deposit, and Tms , Deposit Liabilities, 1900 to 1913^ 


Date 

Percentage of total de- 
mand liabilities 

Date 

Percentage of total de- 
mand liabilities 

Note 

circu- 

lation 

De- 

mand 

de- 

posits 

Time 

de- 

posits 

Note 

circu- 

lation 

De- 

mand 

de- 

posits 

Time 

de- 

posits 

IQOO September 

14.7 

29.9 

53-7 

igo^ March 

ii.S 

24.7 

61. 1 

igoi March . . , 

134 

25.6 

S 9-3 

September 

11.6 

24.7 

61.5 

September 

14.5 

25.0 

58.7 

igo 8 March . . . 

10.9 

23-5 

62.9 

JQ02 March . . . | 

13.4 

23-7 

61.2 

September 

II. I 

26,7 

59-7 

September 

14-3 

26.2 

57-9 

igog March . . 

94 

27.4 

60.7 

jgo3 March 

13-3 

24.6 

60.4 

September 

9-7 

29.4 

58.2 

September 

13-8 

25.2 

59-5 

igio March . . . 

8,9 

28.0 

i 58.3 

igo4 March 

12.6 

22.5 

62.9 

September 

9.2 

28.9 

57.7 

September 

12.S 

24.5 

61.3 

igii March . . 

8.6 

29.4 

584 

igoj March 

II. 2 

24.6 

62.3 

September 

9*5 

30.6 

56.4 

September 

12.3 

24.8 

60.9 

jgi2 March . . . 

9.0 

31.0 

S6.6 

igo 6 March 

II.O 

254 

61. 1 

September 

9.0 

324 

SS *5 

September 

12.0 

26.0 

60.0 

jpi5 March , . . 

9.1 

31.7 

55*9 





September 

9-7 

33-2 

S 4 .I 


1 Computed from Monthly Bank Returns in Canada Gazette. The total demand liabilities include, 
also, small amounts of government deposits, percentages for which are not given in this table. The 
sums of the percentages in the table for each date therefore fall slightly short of 100. 
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statistics do not afford a reliable guide to the trend of the rapidity 
of circulation of bank notes and deposits. The branch-bank 
system reduces the need for inter-bank clearings, and intra-bank 
clearings are not made through the clearing houses. The rela- 
tive increase in the number of branches of the larger banks, the 
decrease in the number of banks, and the decrease in the propor- 
tion of the total banking business done in the smaller banks with 
few branches, have all operated as a check on the growth of inter- 
bank clearings. On the other hand, the increase in the number 
of clearing houses in Canada, from eight in 1900 to sixteen in 1913, 
has operated to increase the proportion of inter-bank settlements 
made through the clearing houses. It is impossible to determine 
the relative importance of these two sets of counter tendencies, 
so that clearing-house statistics do not provide a reliable basis 
for an index of the rapidity of circulation of bank notes and 
checks. 

It is possible, however, to derive from the Canadian banking 
statistics a satisfactory index, not precisely of the rapidity of cir- 
culation of bank deposits and liabilities, but what is of greater 
value for the present purpose, of the rapidity of inter-bank call 
for payment of bank notes and checks. The banks include, in 
their reports to the government of their condition on the last 
banking day of each month, a statement of the amounts of 
checks and notes of other banks which they have on hand. Nor- 
mally these holdings represent the receipts from depositors in 
the course of the day’s business which will be presented for 
clearance at ten o’clock the next morning. Theoretically a bank 
need keep a cash reserve only against demands for payment by 
other banks. If a bank’s issue of notes or checks does not pass 
out of the hands of its own depositors, no demand is made upon 
its cash reserves, and the only effect of payments on its records is a 
shifting of deposits from one client to another, or of its habiiities 
from deposit to note account. The calls for cash by individuals, 
whether depositors or non-depositors, holding checks on the bank, 

up capital operates to create a shortage of currency. At such times the banks do 
not always present each other’s notes for payment, but use them as till money and 
pay them out over their counters, thus increasing their rapidity of circulation but 
reducing the liability of the banks to calls for payment in ‘*cash.’’ 
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can be met with the bank’s own notes.^ The ratio of the aggre- 
gate holdings by all the banks, of notes and checks other than 
their own, to the total demand liabilities of the banks should pro- 
vide, therefore, an adequate index of the percentage of their de- 
mand liabilities for which demand for cash will be made daily. 

Table XLVII presents a comparison of (i) the average yearly 
percentages of the holdings of notes and checks of other banks to 
the total liabilities of the banks with (2) the average yearly cash 
reserve ratio. The data presented in this table confirm the claim 
made above that a number of causes were operating relatively to 
increase the liability of the banks to daily calls for cash payments 
on account of their note circulation and deposits. To this extent 

^ Except for small change and for relatively small amounts of Dominion $i 
and $2 notes. 


TABLE XLVII 

Comparison op Cash Reserve Ratios and Inter-Bank Call Ratios 
AND Index op Business Conpidence, 1900 to 1913, 


Year 

Percentage of total demand 
liabilities in Canada 

Index number of 
business confidence* 

igoo = 100 

Cash reserve 
ratio 1 

Holdings of 
checks and notes 
of other banks ^ 

1901 

7.4 

3-5 

1 04. 1 

1902 

7.2 

3-7 

100.6 

1903 

8.1 

3-9 

118.S 

1904 

8.9 

3-8 

100.9 

1905 

8.9 

4.2 

110.2 

1906 

8.3 

1 4.3 

115.2 

1907 

9.0 

1 4.4 

98.2 

1908 

lo.s 

4.2 1 

95-8 

1909 

10.6 

4.3 

103.9 

1910 

lO.O 

! 4-4 

95-7 

1911 

10.8 

5.0 

104.4 

1912 

10.6 

5-5 

1 10.9 

1913 

10.7 

5.8 

99.2 


1 Averages computed for each year from the aggregate totals of the monthly returns as of the last 
day of each month. Data from Canada Gazeite, 

2 Computed by Coats from Dun’s statistics of business failures in Canada; reciprocal of average 
of index numbers of (i) proportion of failures to the number of concerns in business, and (a) average 
liabilities of concerns failing. Cost of Living Report, vol. ii, p. 86p. 
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the table supports the reasoning that the upward trend in the cash 
reserve ratio of the banks was the result of a deliberate adjust- 
ment to the changing character of the bank liabilities. 

When a financial crisis appears to be approaching, and in fact 
whenever there is a lack of confidence in the soundness of business 
conditions, the banks as a safety measure should be expected to 
maintain, if they can, a higher reserve ratio. Similarly, when 
business confidence and optimism are widespread, the banks 
might decide that a lower reserve ratio would be adequate. 
There should be expected, therefore, some inverse correlation be- 
tween the '^barometer” of business confidence and the reserve 
ratio. In Table XLVII there is also given an index of business 
confidence for Canada, computed from statistics of business 
failures. Most of the years in which depression is indicated by 
a low index of business confidence were marked by substantial in- 
creases in the cash reserve ratio. The year 1910 is the only con- 
spicuous exception, but monthly banking returns show that the 
cash reserve ratio rose sharply in the latter half of that year. 

What has been demonstrated so far is that the Canadian banks 
always have their cash reserve ratio under close control, and that 
they always maintain it at what they decide to be the proper 
ratio under the circumstances of the moment. In general, the 
variations in conditions affecting the liability of the banks to be 
subjected to demands for cash funds are not so marked as to 
make the banks desire sharp fluctuations in the cash reserve ratio. 
Such constancy in cash reserve ratios is unusual in banking, but it 
has been a characteristic of the Canadian banking system since 
adequate statistics of its liabilities and cash reserves have been 
published.^ 

The demonstrated ability of the Canadian banks to maintain 
their cash reserve ratio under strict control has an important, if 

^ F. S. Mead, in 1907, in the course of a comparison of the cash reser\^es of vari- 
ous banking systems, presented a table showing the cash reserve ratio to total note 
and deposit liabilities of the Canadian banks from 1890 to 1906, and commented 
thereon as follows: ‘‘It will be noticed in the above table that the reserve in cash 
has been maintained at about the same percentage in a remarkably even way.” 
“Bank Reserves in the United States, Canada, and England,” Quarterly Jourml 
of Economics^ vol. xxi 1907)1 P- 457 » 
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not obviouSj bearing upon the question of international gold 
movements. It will be remembered that practically all Canada’s 
monetary gold comes from outside, that there is no gold in cir- 
culation in Canada, and that the entire Canadian stock of 
monetary gold is closely represented by the Dominion notes and 
specie in the cash reserves of the banks. The variations in the 
amounts of the cash reserves of the banks are virtually equivalent, 
therefore, to the movement of monetary gold into and out of 
Canada. The banks can maintain the constancy of the reserve 
ratio only if they have close control over one or the other terms 
of the ratio : cash reserves to total demand liabilities. If the cash 
reserve ratio is maintained at the desired level by adjusting the 
amount of the cash reserves to the amount of the total demand 
liabilities, and not vice versa, then the gold movements into and 
out of Canada are governed immediately by the reserve require- 
ments of the banks, and not, as the a priori theory would explain 
it, by the state of the international balance of payments. 

The money in circulation in Canada consists preponderantly 
of bank notes, and these in their own denominations, $5 and mul- 
tiples thereof, had practically no competition from any other 
form of money during the period under study.^ The country’s 
supply of currency could not be appreciably altered by the banks 
without drastic curtailment or expansion of loans, and no appre- 
ciable shift from bank currency to other currency was possible. 
The banking system as a whole had little power of control, 
therefore, of the amount of its note issues, at least for short 
periods. The demand liabilities of the bank on account of note 
circulation were, therefore, not subject to dose regulation by the 
banks, but were the resultant of general conditions largely in- 
dependent of banking control. 

Of the deposit liabilities, the volume of the deposits payable 
after notice or at a fixed date was equally clearly not subject to 
strict regulation by the banks. To a large extent the time de- 
posits consist of savings deposits, that is, deposits payable after 
notice. Exactly to what extent this is the case is not ascertainable 

^ The only qualification to be made is that the Dominion government issued 
several million dollars of its own notes in $5 denominations during 1912 and 1913. 
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from the returns published by the banks. But the only recipients 
of savings deposits in Canada, other than the chartered banks, 
are the government savings and postal savings banks, two small 
savings banks with special charters, and the trust and loan 
companies, whose combined deposits throughout the period 
under study never amounted to as much as 10 per cent of the 
total time deposits in Canada. The savings deposits must, 
therefore, have been a large percentage of the total time deposits 
of the banks. The amount of these could not in practice be 
closely regulated. The banks are always glad to accept a sub- 
stantial savings account. Moreover, they paid the same rate of 
interest on such deposits throughout the period, so that variations 
in the rate of interest were not used as a means of regulating the 
volume of savings deposits. 

The amount of deposits payable on a fixed date, consisting 
chiefly of temporarily surplus funds of business concerns, could 
perhaps be regulated to a slight extent by var3ring the amounts 
of loans and discounts. An increase in loans would normally be 
accompanied by an increase in demand deposits. Withdrawals 
by check from these created” deposits might in some cases be 
redeposited in time deposits by the payees of the checks.^ Simi- 
larly a decrease in loans might indirectly reduce the amount of 
surplus funds available in the business community for time 
deposit. 

A variation in the volume of loans granted by the banks, how- 
ever, would operate primarily to bring about a corresponding 
variation in the volume of demand deposits. If the banks could 
freely expand or contract their loans, the dependence of demand 
deposits upon loans would give the banks the power to control 
their total demand liabilities. 

But even the volume of loans granted by the banks, and con- 
sequently the volume of demand deposits, had only a very limited 
degree of flexibility. "^‘The current loans of the Canadian banks 
are, to a large extent, an aggregation of lines of credit granted to 
individual customers. Scarcely any of these lines can be heavily 
reduced out of season without the infliction of serious damage 

^ Interest is paid on deposits payable on a fixed date, but not on demand deposits. 
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upon the business of the parties called upon to repay.’^ ^ The 
Canadian banks kept their discount rates practically constant 
throughout the period under study.^ They repeatedly claimed 
that no deserving request for an extension of credit was refused. 
There is no evidence that, at any time during the period under 
study, they used their power over the volume of loans to adjust 
their cash reserve ratios. There is abundant evidence, on the 
other hand, that the first consideration of the banks was the 
meeting of the credit needs of their customers, and that they 
neither contracted nor expanded their current loans primarily be- 
cause of the state of their cash reserves. The Canadian banks 
also grant a relatively small amount of call loans in Canada. A 
reduction or increase in the amount of these loans would not 
necessarily make any change in the cash assets of the banks, but 
they would bring about a corresponding reduction or increase, 
respectively, in the total liabilities of the banks and thus would 
affect the reserve ratio. But, owing to the narrow market for 
securities in Canada, call loans in Canada are really not payable 
on demand, and the statistics of the amounts of call loans do not 
show sufficient variation in short periods to indicate that they 
are used to any extent as a means of regulating the cash reserve 
ratio.^ Throughout the period under study the variation in the 
amount of call loans of the Canadian banking system from one 
month to another reached $5,000,000 on only one occasion. As- 
suming a 10 per cent cash reserve, a variation of $5,000,000 in 
the amount of deposits consequent upon a corresponding varia- 
tion in the amount of call loans would be equivalent to a change 
of only $500,000 in the amount of the cash reserves, or of less 
than one tenth of i per cent in the cash reserve ratio. 

It has been shown that the amount of the total demand liabili- 
ties of the banks is determined by the financial conditions and 
the banking needs of Canada, and that the banks are powerless 
to break the dependence of their total liabilities on conditions 

^ H. P. M. Eckardt, Comparison of Cash Reserves,’^ Journal of the Cana-^ 
dian Bankers^ Association, voL xviii, No. 4 (July, 1911), p. 285, 

^ Cf, Cost of Living Report, vol. ii, pp. 736-738. 

® Cf. J. F. Johnson, The Canadian Banking System, p. 73. 
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and circumstances over wMcli they themselves have little con- 
trol. The banks could therefore have succeeded as they did, in 
maintaining their cash reserve ratios constantly at the desired 
level through seasonal fluctuations in demand liabilities and 
cyclical fluctuations in business conditions, only by deliberately 
adjusting their cash reserves to their total demand liabilities, and 
not vice versa. Otherwise the constancy of the cash reserve ratio 
in the face of great Canadian borrowings abroad in sharply 
fluctuating amounts cannot be satisfactorily explained. Since the 
cash reserves of the banks closely represent the amount of mone- 
tary gold in Canada, it follows that gold movements into and out 
of Canada are directly dependent upon the amount of the total 
demand liabilities of the banks, and are not directly dependent 
upon the state of the international balance of payments. This 
is further confirmed by the fact that the variations in both cash 
reserves and total demand liabilities were much less marked than 
the variations in the rate of borrowings abroad. 

** Outside Reserves of the Canadian Banks and 
Gold Movements 

What enables the Canadian banks to maintain their cash re- 
serve ratios at so uniform a level is their use of a system of 
secondary reserves” held outside of Canada, and often referred 
to as the outside reserves,” as distinguished from the ‘^cash 
reserves” held in Canada. These outside reserves consist of 
funds loaned on call in New York and London, and net balances 
kept with New York and London banks. Of these items call 
loans in New York are by far the most important. The chart on 
page 165, which was used to demonstrate the constancy of the 
ratio of cash reserves to total liabilities, shows also the variations 
in the amounts and the ratios to total liabilities of the outside 
reserves. The outside reserve ratio, unlike the cash reserve ratio, 
shows frequent and substantial variations. 

The outside reserves of the Canadian banks, although they are 
not cash, are regarded by the Canadian banks as a ^^call” on the 
gold supply of New York and London. To the banks, outside 
reserves have the advantage over cash reserves that even while 
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they are carrying out the reserve function they are earning some 
income. By using the outside reserves as a fund to absorb 
temporary surpluses or to provide cash to meet foreign demands, 
the Canadian banks are able to extend credit in Canada in the 
volume demanded by the state of business and at the same time 
to keep the ratio of cash reserves to total liabilities close to what 
under the circumstances of the moment seems to them to be the 
lowest safe point. If total liabilities expand, or if disturbed 
business conditions make a higher cash reserve ratio seem ex- 
pedient, the banks draw on their outside reserves. If total lia- 
bilities decline or if general business confidence and prosperity 
make a smaller cash reserve ratio appear safe to the banks, they 
transfer their surplus cash to the outside reserve.^ There is no 
evidence that the banks use their outside call loans as an alterna- 
tive to the extension of loans in Canada. In the first case, the 
prosperity of the Canadian banking system is so closely depend- 
ent on the prosperity of Canadian business that even from a self- 
ish point of view it would be short-sighted policy for the banks 
to refuse to respond to legitimate demands for credit in Canada 
in order to loan their funds outside of Canada. Secondly, the 
rate of return on their outside loans is much lower than the earn- 
ings which the same amount of cash would yield in Canada if it 
could safely be used as a basis for Canadian loans. 

The fluctuations in the outside reserves of the Canadian banks 
operate to adjust the Canadian balance of payments to capital 
borrowings in the manner attributed to gold movements in the 
generally accepted explanation of the mechanism of international 
trade. A Canadian railroad corporation, let us say, borrows 
$100,000,000 in London. To make the hypothesis as simple as 
possible, assume that it wants to use the entire proceeds of the 
loan in making purchases and paying wages in Canada. It will 
thereupon apply to the London branch of a Canadian bank to 

^ Cf. H, P. M. Eckardt: “The bank holdings of specie and Dominion notes do 
not fluctmte broadly with the accumulation or decrease of the temporary sur- 
pluses, It is the call loans and bank balances abroad that receive the surpluses and 
yield them up again. These items show wide fluctuations during the course of 
the year.” Journal oj the Canadian Bankers^ Association^ voL xvi (October, 1908), 
p. 105. 
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transfer its London funds to Canada at the current rate of ex- 
change. The Canadian bank will buy New York exchange with 
the sterling funds obtained from the railroad, and will establish 
a deposit for the corporation in Canada. So far the situation is 
as follows: the railroad has $100,000,000 on deposit in Canada; 
the bank has increased its deposit liabilities in Canada by 
$100,000,000, and has increased its funds in New York by 
$100,000,000. To maintain its normal cash reserve ratio, which 
we will assume to be 10 per cent, the bank will import from New 
York $10,000,000 of gold, using its New York funds to obtain the 
gold. The remaining $90,000,000 it will lend on call in New York. 

The increase in Canadian bank deposits, unaccompanied by an 
increase in the quantity of goods in Canada, will cause a rise in 
the Canadian price level. Imports will be stimulated, exports 
checked. To pay for the excess of imports over exports, the 
Canadian importers will buy foreign exchange from their banks, 
giving checks upon their deposits in payment. If the excess of 
imports over exports exactly equals $100,000,000, the amount of 
the loan, the Canadian deposits will fall by $100,000,000, the 
banks will reexport $10,000,000 gold from their cash reserves, and 
will use this $10,000,000 plus $90,000,000 of their funds on call 
in New York to meet the foreign bills of exchange which they had 
sold to their customers. Prices, deposits, cash reserves, outside 
reserves, will all be back to their levels prior to the flotation of 
the loan, and the borrowed capital will have moved into Canada 
in the form of commodities. 

If the borrowing from abroad is not a single transaction but is 
continued indefinitely at a constant rate, deposits, cash reserves, 
prices, outside reserves, will be definitely maintained at their in- 
creased levels. Withdrawals from deposits and consequently from 
the cash reserves and outside reserves, to pay for the constant 
excess of imports over exports, will be simultaneously offset by 
new accretions resulting from the continued flow of loans. If the 
borrowing increases, but at an irregular rate with occasional de- 
clines in the rate of borrowing, as was the case during the period 
under study, there will be correspondingly irregular variations 
in the several items. Cash reserves, outside reserves, prices^ 
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deposits, will all increase with every increase in the rate of bor- 
rowings, and will decrease with every decrease in the rate of 
borrowings. 

This is, of course, a highly simplified description of the pro- 
cess, and rests on several presuppositions which may not have 
been true. It assumes, for instance, that the volume of deposits 
would have remained constant if there had been no borrowings, 
and that a uniform cash reserve ratio would be maintained as a 
matter of policy. If a decline in business activity coincided with 
a period of increased borrowings from abroad, the decrease in 
bank deposits consequent upon business depression might more 
than counterbalance the increase in deposits due to the borrow- 
ing. If the increased borrowing came at a time of general busi- 
ness optimism, the banks might feel that their cash reserve ratio 
was unnecessarily high. If so, they would allow their deposits 
to increase without bringing in any outside funds. These quali- 
fications, though they render more difficult and uncertain the task 
of inductive verification, do not invalidate this account of the 
process as a description of tendencies which may of course be 
counteracted by opposite tendencies arising from other causes. 

There is still another qualification to be made, however, and one 
of greater significance. It was assumed above that the rise in the 
Canadian price level consequent upon the increase in deposits 
would be just sufficient to bring about an excess of imports over 
exports equal to the volume of borrowings. But the unfavorable 
balance of trade might well be for some time either greater or less 
than the volume of borrowings. Assume that the unfavorable bal- 
ance is less than the volume of borrowings. The usual explanation 
of the mechanism of adjustment would contend that this would 
cause a steady inflow of gold until prices rose sufficiently to stimu- 
late imports and check exports to the extent needed to adjust the 
balance. In Canada, however, such a situation would simply 
result in a piling-up of deposits in Canada and of outside reserves. 
Until the unfavorable balance of trade equaled the amount of 
borrowings, deposits would be steadily increasing, prices rising, 
imports increasing, exports decreasing. To take now the op- 
posite hypothesis, namely that the increase in deposits consequent 
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upon foreign borrowings has resulted in a rise in prices w^hich 
stimulates imports, checks exports, to such a degree that the un- 
favorable balance is greatly in excess of the borrowings. Cana- 
dian importers, to pay for the excess, will draw heavily on their 
deposits, and buy foreign exchange therewith. The banks will 
provide the foreign funds from their outside reserves, if these are 
ample. Only if the outside reserves are not adequate to the task 
will they withdraw funds from their cash reserves. In any case, 
deposits will have fallen in Canada for, unlike withdrawals from 
deposits on domestic account, checking on deposits for foreign 
account means a reduction in the total of deposits, not merely a 
shifting of deposits from depositor to depositor and bank to bank. 
The reduction in deposits will cause a fall in Canadian prices; 
exports will increase, imports decrease; the unfavorable balance 
of trade will fall until it is in equilibrium with the borrowings. 
The Canadian process is as automatic as the process described 
in the generally accepted theory. It differs from the latter solely 
in that fluctuations in bank deposits and in outside reserves play 
the part in Canada which the classical theory attributes to gold 
movements. 

It may be objected that the Canadian process is simply the 
process described by Mill, as modified everywhere by the develop- 
ment of deposit banking. The generally accepted theory, how- 
ever, if presented in the form most nearly in keeping with Mill’s 
exposition of the theory — and moreover in the form not yet 
shown by anyone to be untrue for other gold standard countries 
than Canada — would explain the variations in the Canadian 
bank deposits as the effect and not the cause of the gold move- 
ments; it would contend that an inflow of gold would stimulate 
deposits and an outflow of gold would bring about their contrac- 
tion. 

Through their use of outside reserves the Canadian banks can 
control and regulate the movement of gold into and out of Canada, 
largely irrespective of the state of the balance of payments. But 
if the outside reserves are regarded as equivalent to gold in 
Canada, then the Canadian process of adjustment of interna- 
tional balances approaches more closely that set forth a priori in 
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the generally accepted theory. It is probable, however, that the 
Canadian variation from the typical method, by preventing 
sudden inflows and withdrawals of gold, operated to bring about 
a steadier and smoother adjustment of price levels and trade 
balances in the face of huge and irregular borrowings abroad 
than would have been possible if gold movements into and out of 
Canada were as automatic and free as they are elsewhere. The 
outside reserves, in other words, acted as a shock absorber in so 
far as Canadian economic and financial conditions were con- 
cerned. They appear, on the other hand, to have accentuated 
by their sudden contractions the financial difficulties of New 
York at critical moments. 

Under certain circumstances the process of adjustment of the 
Canadian balance of indebtedness to borrowings has a slightly 
different phase from that described above. A Canadian corpora- 
tion floating a large loan in London may have no immediate need 
in Canada for all or part of the proceeds, but may expect shortly^ 
to need foreign funds to meet payments on foreign purchases. 
The corporation may, therefore, leave the proceeds of the loan 
in London as a sterling deposit with the branch of a Canadian 
bank, checking upon it as it needs foreign funds. In this way the 
proceeds of the loan do not enter Canada until the foreign goods 
they pay for have been purchased, but the outside reserves and 
the outside deposits ^ of the Canadian banks expand temporarily 
until the proceeds of the loans are used by the borrower. One 
operation of this sort of sufficient magnitude to show in the 
bank returns took place in 1913. The Canadian Pacific Railway 
in that year sold to its shareholders, mainly in Great Britain, 
$105,000,000 of its stock, payable in the same year in five equal 
instalments at the Bank of Montreal in London. The payment 
of each instalment, if it came near a reporting-date for the bank, 
showed itself in the increase in the outside deposits and outside 
reserves of the bank. As the railway company drew on its Lon- 
don deposit to meet British obligations or for transfer to Canada, 
the outside deposits decreased. The funds ‘transferred’^ to 
Canada presumably appeared in the deposits in Canada, but the 

^ I, e., deposits with the branches of Canadian banks outside of Canada. 
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bank needed to transfer to Canada only sufficient gold to maintain 
its normal reserve ratio against demand liabilities, the remainder 
of the unexpended proceeds of the railway’s loan remaining in the 
outside reserves.^ 

Some writers credit transfers of securities with being one of 
the important methods of adjusting balances of payments, the 
transfers being made profitable in one direction or the other as the 
exchange rates fluctuate above and below the mint pars. But 
the fluctuations in New York exchange in Canada are within too 
narrow a range appreciably to affect the profitability of security 
transactions, and the fluctuations in sterling exchange in Canada 
are governed by the state of the New York market for sterling 
exchange and not by the Canadian balance of payments with 
Great Britain. Moreover, security transactions in Canada are 
predominantly of an investment character, and the market for 

floating securities” in Canada is too narrow to be much of a 
factor in settling trade balances.^ In any case, transfers of 
securities cannot be important in the adjustment of the balance 
of payments to a continued debit balance of indebtedness, since 
this would be equivalent to saying that a borrowing country 
facilitates the process of receiving its borrowings in a form other 
than gold, by lending to the lending country. 

While transfers of securities by private individuals are not, 
therefore, a significant factor in the settlement of Canadian 
balances, the Canadian banks hold substantial amounts of 
securities as a sort of tertiary reserve, and they may perhaps use 
these holdings as one of their means of meeting demands for 
foreign funds or of disposing of temporary surpluses of cash. 
The securities held by the Canadian banks increased at a fairly 

^ Cf. Journal of the Canadian Bankers* Association, voL xxi (October, 1913), 
p. 10. 

2 ‘'Those securities purchased or held abroad against the solid consideration of 
economic interest are genuine investment securities, while that mass of stocks and 
bonds which is ready to shift its ownership and residence at the call of a change of 
bank rates may be spoken of as floating securities. Speaking broadly the invest- 
ment security goes to a country to stay, until a change in comparative rates of 
general economic interest or some great national event dislodges it.” A. C. Whit- 
aker, “The Ricardian Theory of Gold Movements,” Quarterly Journd of Eco^ 
nomics, vol. xviii (February, 1904), p. 225. 
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Steady ratio from $36,195,000 in January, 1900, to $104,397,000 
in December, 1913. Some of these securities were Canadian, 
but if the banks confined their securities purchases and sales to 
the New York and London markets, it would make no difference 
in the settlement of balances whether the securities were Cana- 
dian or foreign. But the holdings of securities, except for the 
general upward trend, varied slightly from month to month. It 
was the policy of the banks to keep a fairly constant percentage 
of their liabilities in liquid securities and to rely upon the out- 
side reserves for flexibility. Nevertheless, the increase of over 
$68,000)000 in the amount of secutities held by the banks during 
this period, to the extent that these securities were foreign or, if 
Canadian, were purchased abroad, operated to facilitate the ad- 
justment of the Canadian balance, whether through deliberate 
policy or not. The increases in the holdings came mainly at 
periods of surplus outside funds and absorbed part of them. 

The Method of Operation of the Outside Reserves 

The reasoning of this chapter lends itself only to a limited 
extent to statistical verification. Increased borrowings result in 
increased deposits in Canada and in increased outside reserves 
only if the unfavorable balance of trade does not keep pace with 
the borrowings. Moreover, increased deposits in Canada may 
result from causes not connected with borrowings from abroad. 
It is possible, however, to obtain a rough measure of the varia- 
tions in the amount of the demand liabilities in Canada due to the 
foreign borrowings by subtracting from the total demand lia- 
bilities the amount of loans. It is a well-established principle of 
commercial banjking that loans give rise to note and deposit 
liabilities of closely corresponding proportions and that, in the 
ordinary course of commercial banking, total loans and total note 
and deposit liabilities of the system as a whole move in close 
harmony with each other. If the explanation which has here 
been offered, of the method whereby Canadians who borrow 
abroad obtain a transfer of their foreign funds into Canadian 
funds, is sound, this normal close relationship between loans and 
note and deposit liabilities should not hold during periods of 
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greatly mcreased borrowings from abroad. At such periods 
there should be a substantial volume of bank deposits in Canada 
which are the result of borrowings abroad and not of loans made 
by Canadian banks. The variations in the excess of total note 
and deposit liabilities over total loans should provide an ap- 
proximate measure of the variations in the amounts of such 
liabilities which arose out of borrowings abroad and not out of 
loans by Canadian banks. 

Some obvious features of commercial banking operations make 
this only a rough and not an exact measure. The normal rela- 
tionship between loans and note and deposit liabihties is not one 
of absolute equality: the ^'created deposit is less than the loan 
which establishes it by the amount of the discount charged by 
the bank; some of the capital is commonly drawn out in the form 
of government cash and, while this cash ordinarily returns after 
a brief interval, an increasing volume of deposits will ordinarily 
be accompanied by an increasing volume of money in circula- 
tion; not all of the actual deposits are loaned out, as some portion 
thereof is retained for the cash reserves; purchases of securities 
by the banks operate alike with loans to increase bank deposits 
but do not operate to increase loans. The validity of the argu- 
ment in the following pages is in some degree contingent upon 
the validity of the assumption that for the Canadian banking 
system during the period under investigation variations in the 
factors here mentioned were not sufficient of themselves to bring 
about pronounced variations in the quantitative relations of total 
note and deposit liabilities to total loans. This assumption is 
justified by the smallness of the total items, in Canadian bank- 
ing and currency operations, which represent variations in the 
amounts deducted by the banks from deposits as discounts, in 
security investments of banks, in cash reserves, and in govern- 
ment paper currency in public circulation. 

Chart III exhibits the amounts of capital borrowings, secon- 
dary or outside reserves, security holdings of the banks, and ex- 
cess of deposit and note or banking’’ liabilities over loans for 
each year of the period covered by this study. The amounts of ex- 
cess of banking” liabilities over loans are referred to as foreign 
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CHART III 

Secondary Reserves, Foreign Loan Deposits, and Capital Borrowings, 

1900 to 1913 

Capital borrowings, indirect estimate — Secondary reserves of banks 

Capital borrowings, direct estimate • - Security holdings of banks 

— . - — “Foreign Loan” deposits of banks 
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loan deposits/’ both for the sake of brevity and to distinguish 
them from the deposits created” by the grant of loans by the 
Canadian banks themselves. The chart shows clearly the close re- 
lationship between outside reserves and foreign loan deposits. 
Without exception, they rise and fall together. The foreign loan 
deposits should be expected generally to be somewhat in excess of 
the outside reseives, since a fraction of the proceeds of foreign bor- 
rowings transferred to Canada on the books as bank deposits must 
actually be brought into Canada in cash to maintain the cash 
reserve ratio. The banks, moreover, may draw on surplus out- 
side reserves for other purposes, such as an increase of their bank- 
ing funds in Canada or of their foreign loans other than call loans, 
which would widen the gap between loan deposits and outside 

DATA OF CHART III 

Secondary Reserves, Foreign Loan Deposits, and Capital Borrowings 


In thousands of dollars 


Year 

Capital borrow- 
ings, indirect 
estimate ^ 

Capital borrow- 
ings, direct 
estimate 2 

Secondary 
reserves of 
banks * 

Security hold- 
ings of banks * 

“Foreign 
Loan ” de- 
posits of banks ® 

1900 

331692 

31,720 

39,444 

50,248 

46,513 

1901 

49,964 

37.169 

38,796 

56,290 

70,989 

1902 

30,686 

42,334 

39.633 

6 i, 24 Q 

66,037 

1903 

52,499 

54,671 

32,238 

63,590 

46,783 

1904 

112,130 

61,898 

74,996 

65,546 

77,846 

1905 

98,749 

112,551 

77,995 

68,994 

85,703 

1906 

99,072 

105,256 

72,391 

72,367 

77,546 

1907 

160,985 

95,088 

1 50,819 

71,088 

55,o6S 

1908 

224,189 

222,130 1 

141,562 

74,316 

173,287 

1909 

193,448 

253,400 1 

164,34s 

85,795 

218,176 

1910 I 

224,731 

3^3^186 1 

123,072 

; 97,301 

202,461 

IQII , 

358,202 

348,410 j 

1 28,699 

94,904 

213,660 

1912 j 

435,002 j 

321,115 ! 

123,312 

102,139 

210, 2Q2 

1913 1 

1 

433;085 1 

546,699 I 

1 29,820 

i 104,397 

251,773 


^ Capital Borrowings, indirect estimate. — Table XXVIII, p. loi, sitpra. 

2 Capital Borrowings, direct estimate: — Table XLIV, p. 130, supra. 

3 Secondary Reserves of Banks: — as of December 31 of each year, Chart II, p. 166, supra . 

* Security Holdings of Banks: — as of December 31 of each year. Compiled from. Monthly 
Bank Returns in Canada Gazette . 

® “Foreign Loan” Deposits of Banks: — as of December 31 of each year; deposit and note 
liabilities in Canada, including government deposits, minus current and call loans in Canada, computed 
from Monthly Bank Returns in Canada Gazette . 
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reserves. The increase of the cash reserve ratio in the late years 
of the period^ would also operate to widen the gap between loan 
deposits and outside reserves, especially if the outside reserves 
were drawn upon for the increase in cash reserves against botli 
the ordinary demand liabilities and the foreign loan deposits. 
Also contributing to the widening of the gap between the loan 
deposits and the outside reserves after 1908 was the increase in 
the bank holdings of securities, an alternative use to which the 
banks could put the suiplus outside funds resulting from foreign 
borrowings. 

The decline in outside reserves in 1907, when borrowings, ac-^ 
cording to the indirect estimates, increased sharply, has been 
explained as due to (i) a forecast by the Canadian banks of im- 
pending financial trouble in New York and a desire to reduce 
their funds on call in New York, and (2) a desire to increase the 
cash reserves in Canada as a safeguard against possible financial 
difficulties.^ This is not fully borne out by the facts. From 
January i to December 31, 1907, the cash reserves in Canada 
increased by only $8,900,000, whereas the outside reserves de- 
creased by $21,600,000. At the same time the foreign loan de- 
posits decreased by $22,500,000. It seems, therefore, that the 
decline in outside reserves was due chiefly to the existence of a 
debit balance of payments because of a more rapid increase in the 
debit balance of commodity and service transactions than in 
foreign borrowings, and was to only a slight extent the result of 
withdrawals from the outside reserves to strengthen the cash 
reserves. 

The decline in outside reserves in 1907 can be readily explained 
in this way if it be granted that in those years when the direct 
estimate of capital borrowings shows smaller borrowings than 
the estimate derived indirectly from a calculation of the Canadian 
balance of indebtedness, the discrepancy is due to heavy Cana- 
dian imports made without previous provision for payment 
thereof or made in anticipation of their payment from the pro- 
ceeds of loans still to be floated. The year 1907 was one of the 

^ See supra, p. 172. 

® J. F. Johnson, The Canadian Banking System^ pp. 81, 82. 
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years for which the two methods brought greatly divergent re- 
sults. The direct estimate showed borrowings of $105,000,000 in 
1906, $95,000,000 in 1907, $222,000,000 in 1908. The indirect 
estimate showed borrowings of $99,000,000 in 1906, $161,000,000 
in 1907, $224,000,000 in 1908.^ This confirms the hypothesis 
that in 1907 the outside reserves vrere heavily drawn upon to 
meet obligations created by a greater excess of importation over 
exportation of commodities and services than was warranted by 
the amount of foreign borrowings actually floated. 

The great increase in borrowings in 1908 and 1909 came in years 
of hesitant business, and the borrowers did not make immediate 
use of all of the proceeds of their loans for increased purchases 
from abroad. The increase in borrowings was therefore ac- 
companied by a great increase in loan deposits and outside 
reserves. Confirmation of this reasoning is to be found in the 
explanation of the increase in the outside reserves during these 
years given by H. P. M. Eckardt, the foremost student of 
Canadian banking: ‘ 

It is interesting to note the rapid manner in which the outside reserves 
developed from the beginning of 1908, with the commencement of the extra- 
ordinary movement of British capital to Canada. . . . The total increase 
in about a year and three quarters was $115,000,000. A considerable part 
of this represented proceeds of new securities issued in London. In thus 
finding temporary employment abroad for this large sum of new money, 
the bankers undoubtedly followed a wise policy. The sudden injection of 
so much new capital would have created disturbance in the Canadian finan- 
cial system. So the fxmds were placed abroad at first and brought into use 
in the Dominion gradually and carefully. 

Although greatly increased borrowings occurred from 1911 to 
1913, the banks failed to maintain the outside reserves and the 
loan deposits at their previous level. These were years of great 
industrial expansion in Canada and of imports of a magnitude 
not justifled even by the great amount of loans floated abroad. 
Canadian concerns used in these years the surplus funds remain- 
ing from earlier borrowings, to finance their current imports. In 
many instances they made foreign purchases in anticipation of 

^ See Table XLIV, p, 139. 

® H. P. M. Eckardt, ^‘The Immediately Available Reserve,” Jourmd of the 
Canadian Bankers^ Association^ vol. xx (July, 1913), pp. 252, 233. 
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loans stUl to be floated, and in consequence were hard pressed to 
meet their foreign obligations. This is confirmed not only by 
detailed items of information in the newspapers of the day, but, 
in a more general way, by the current comment in the Canadian 
financial journals, which in the same issues would publish sta- 
tistics showing greatly increased borrowings from London and 
complaints that the London market had been closed to Canadian 
borrowers. No increase occurred in the outside reserves or loan 
deposits because the Canadian borrowers were using the pro- 
ceeds of foreign loans as rapidly as they were available, and were 
even obtaining foreign funds from the Canadian banks, consist- 
ing largely of unused surpluses of earlier borrowings by other 
Canadians, to meet foreign obligations incurred in anticipation 
of the flotation of loans. There is also some evidence that the 
Canadian banks were drawing upon their outside reserves to meet 
the expanding demand for credit in Canada. Eckardt explains 
the decline in the outside reserves from the end of 1909 to the 
beginning of 1913 as follows: ^ 

The steady decline in the combined cash and outside reserve ratio from 
the end of 1909 to the beginning of 1913 is impressive. That decline in 
reality constitutes the strongest point in favor of the contention that the 
Dominion must undergo a measure of compulsory liquidation. Various 
developments have combined to produce the declining ratio of reserve. The 
great activity of home trade and industry necessarily caused an increased 
demand for bank loans and advances. Speculation in town lots, city real 
estate and farm lands, and in stocks and commodities, too, always forces an 
expansion of credit. 

Promotion of various companies or enterprises has played a part in absorb- 
ing the available floating capital. The inability of the London market to 
take new securities in volume has been potent in causing decline of the 
reserve ratio in Canada, for it forced the banks to draw heavily on their 
outside reserves in order to finance municipalities and corporations that had 
committed themselves to extensive expenditures in expectation of selling 
debentures and bonds. 

Eckardt thus confirms the reasoning that the decline in the 
outside reserves from 1909 to 1913 was the result both of greater 
purchases abroad than were warranted by the volume of bor- 
rowings and of the withdrawal into Canada of part of the outside 
funds for use as a basis of credit expansion in Canada. 

^ Journal of ihe Canadian Bankers^ Association^ vol. xx (July, 1913), p. 250. 



CHAPTER IX 


CHANGES IN RELATIVE PRICE LEVELS AND THE 
ADJUSTMENT OF BALANCES OF INDEBTEDNESS 

A. CONTROVERSIAL POINTS IN THE DEDUCTIVE THEORY 

The Theories of the Earlier Writers 

The present discussion of the mechanism of adjustment of inter- 
national balances of indebtedness has been related so far only to 
MilFs version of the theory. The major part of the credit for 
working out and formulating the theory is commonly attributed 
to Ricardo. The generally accepted theory of the mechanism of 
international trade, both in its broader phases and in its expla- 
nation of the particular problem under consideration here — the 
adjustment of balances of indebtedness to more or less permanent 
disturbing factors — is in fact often referred to in economic litera- 
ture as the Ricardian” theory. It will be demonstrated in the 
present chapter, mainly by citations from an earlier author, Henry 
Thornton, that the explanation offered by Mill of the method 
of adjustment of balances of indebtedness to disturbing factors, 
which is the explanation accepted most generally to-day, origi- 
nated with a writer prior to Ricardo. It wiU also be shown, by 
citations from Ricardo, that he rejected this explanation and 
offered one in conflict with it. 

Mill’s explanation of the adjustment of the balance of in- 
debtedness, it will be remembered, ran as follows: The extension 
of loans to foreign countries would result immediately in an ex- 
port of gold, with a consequent fall in prices in the lending coun- 
try and rise in prices in the borrowing country. This change in 
relative price levels would stimulate exports, check imports, in 
the lending country, and in this manner there wmuld occur an 
excess of exports over imports equal to the loans abroad. A 
clear formulation of this theory was made, apparently for the 
first time, by Henry Thornton in 1802, eight years before Ricardo 
published his first work. 
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Thornton takes as his hypothetical situation, for the purpose 
of illustrating the mechanism of adjustment of trade balances to 
a disturbing factor, the failure of the harvest in a grain-exporting 
country. Although loans abroad constitute a different situation, 
both phenomena present closely similar problems in the adjust- 
ment of international balances. In the case of a harvest failure, 
the problem is: how are the exports of commodities other than 
grain increased, or the imports decreased, so as to maintain or 
reestablish an even balance between exports and imports in the 
face of the cessation of grain exports and the appearance of grain 
imports? In the case of the extension of loans abroad, the prob- 
lem is: how are the total exports increased and the total imports 
decreased, as compared with their volumes before the extension 
of the loans, so as to result in an even balance of payments, that 
is, in an excess of exports over imports equal to the amount of 
the loans? In both cases the basic problem for solution is the 
mechanism whereby the relative demands of the two countries 
for each other’s products change in response to the new factor in 
the situation. Thornton’s explanation is as follows: ^ 

At the time of a very unfavourable balance (produced, for example, 
through a failure of the harvest), a country has occasion for large supplies 
of com from abroad: but either it has not the means of supplying at the 
instant a sufficient quantity of goods in return, or, which is much the more 
probable case, ... the goods which the country having the unfavourable 
balance is able to furnish as means of cancelling its debt, are not in such de- 
mand abroad as to afford the prospect of a tempting or even of a tolerable 
price. . . . The country, therefore, which has the favourable balance, being, 
to a certain degree, eager for payment, but not in immediate want of all that 
supply of goods wliich would be necessary to pay the balance, prefers gold as 
part, at least, of the payment; for gold can always be turned to a more 
beneficial use than a very great overplus of any other commodity. In order, 
then, to induce the country having the favourable balance to take all its 
payment in goods, and no part of it in gold, it would be requisite not only to 
prevent goods from being very dear, but even to render them excessively 
cheap. . . . For this reason, it may be the true policy and duty of the bank 
to permit, for a time, and to a certain extent, the continuance of that un- 
favourable exchange, which causes gold to leave the country, and to be 
drawn out of its own coffers. . . . 


^ Henry Thornton, An Enquiry into the Nature and Ejects of the Pap^ Credit 
of Great Britain^ London, 1802, in J. R. McCulloch’s Collection of Tracts on Paper 
Currency and Banking, London, 1857, pp. 220, 221. 



MECHANISM OF ADJUSTMENT 


193 


This, it will be noted, is essentially the explanation given by 
Mill, and given to-day by Taussig and most of the other econo- 
mists who take up this problem. It was not, however, Ricardo’s 
theory. In his first published work, ‘^The High Price of Bullion,” 
he criticized Thornton’s explanation as follows: ^ 

Mr. Thornton has not explained to us why any unwillingness should 
exist in the foreign country to receive our goods in exchange for their corn; 
and it would be necessary for him to show, that if such an unwillingness were 
to exist, we should agree to indulge it so far as to consent to part with our 
coin. 

If we consent to give coin in exchange for goods, it must be from choice, 
not necessity. We should not import more goods than we export, unless we 
had a redundancy of currency, which it therefore suits us to make a part 
of our exports. The exportation of the coin is caused by its cheapness, and 
is not the effect, but the cause of an unfavourable balance : we should not 
export it, if we did not send it to a better market, or if we had any commodity 
which we could export more profitably. . . . 

If, which is a much stronger case, we agreed to pay a subsidy to a foreign 
power, money would not be exported whilst there were any goods which 
could more cheaply discharge the payment. The interest of individuals 
would render the exportation of the money unnecessar>^ 

Thus, then, specie will be sent abroad to discharge a debt only when it is 
superabundant; only when it is the cheapest exportable commodity. . . . 

Thornton and Ricardo, therefore, were both agreed that gold 
would be exported only if it were redundant, but Ricardo denied, 
what Thornton affirmed, that redundancy of currency could be 
the effect, as well as the cause, of an xmfavorable balance of trade.^ 
Ricardo denied, moreover, that a crop failure or the grant of a 
subsidy would create either an unfavorable balance of trade, 
or, with a minor qualification made later, a redundancy of cur- 
rency. 

Malthus;*^ in a review of “The High Cost of Bullion,” agreed 

^ (First edition, 1810), Works, McCulloch, editor, 184O, pp. 268, 269. 

2 Thornton, op. cii., p. 220: ‘T conceive, therefore, that this excess [of cur- 
rency], if it arises on the occasion of an unfavourable balance of trade, and at a time 
when there has been no extraordinary emission of notes, may fairly be considered 
as an excess created by that unfavourable balance, though it is one which a reduc- 
tion in notes tends to cure.” 

Ricardo, op. ciL, p. 267: ‘‘The temptation to export money in exchange for 
goods, or what is termed an unfavourable balance of trade, never arises but from a 
redundant currency.” 

® Edinburgh Revien^, vol. xvii (February, iSii), pp. 342-345. 
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with Thornton as against Ricardo. He argued that Ricardo had 
not shown why the country to which a subsidy was granted should 
immediately demand at the same prices a greater quantity of the 
products of the country granting the subsidy than it had been in 
the habit of purchasing.^ He agreed with Thornton, also, that 
the increase in the exports of the subsidy-paying country neces- 
sary to an adjustment of its balance of indebtedness could come 
about only through a preliminary export of gold which would 
lower prices and therefore increase the attractiveness of its prod- 
ucts. But Malthus went even further. He denied that this 
export of gold would be the result of a redundancy of currency in 
the country granting the subsidy: 

But, as far as it is paid by the transmission of bullion, this transmission 
does not merely originate in redundancy of currency. It is not occasioned 
by its cheapness. ... It is not merely a salutary remedy for a redundant 
currency: But it is owing precisely to the cause mentioned by Mr. Thornton 
— the unwillingness of the creditor nation to receive a great additional 
quantity of goods not wanted for inimediate consumption, without being 
bribed to it by excessive cheapness; and its willingness to receive bullion — 
the currency of the commercial world — without any such bribe. . . . And, 
whatever variations between the quantity of currency and commodities, 
may be stated to take place subsequent to the commencement of these 
transactions, it cannot be for a moment doubted, that the cause of them is 
to be foimd in the wants and desires of one of the two nations, and not in 
any original redundancy or deficiency of currency in either of them.^ 


1 Malthus admits that the fall in the price of bills on the country granting the 
subsidy will operate to increase the demand for the latter country’s products, but 
he argues that if the subsidy is considerable, bills on the debtor country will fall to 
its gold export point: ^‘We know indeed, that such a demand will to a certain de- 
gree exist, owing to the fall in the bills upon the debtor country, and the consequent 
opportunity of purchasing its commodities at a cheaper rate than usual. But if the 
debt for the corn or the subsidy be considerable, and require prompt payment, 
the bills on the debtor country will fall below the price of the transport of the pre- 
cious metals. A part of the debt will be paid in these metals; and a part by the in- 
creased exports of commodities.” iPp. cit., pp. 344, 345.) This has bearing upon the 
theory of Professor Hollander, criticized in an earlier chapter, to the effect that 
variations in the exchanges would be adequate of themselves to adjust balances 
without the necessity of gold movements. (See p. 150, supra.) But Ricardo at 
first denied to either gold movements or variations in the exchanges any part in 
the mechanism of adjustment of the commodity balance of trade to the subsidy. 

2 Op. cU., p. 345. As will be pointed out later, the word original (italics mine) 
begs the whole question. 
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Ricardo made a rejoinder to Malthus’s criticism, but he added 
little to Hs earlier argument.^ He claimed, indeed, that since 
the final result of all the importation and exportation of gold 
necessary, according to Mai thus, to adjust international balances, 
would be the exchange of commodities for commodities, with gold 
in both countries at their ‘^natural” levels, it was inconceivable 
that these results should not be foreseen, and the expense and 
trouble of these needless operations prevented.^ He adhered to 
his original position that gold would be exported only if it were 
redundant, but he made the admission that a harvest failure 
might of itself create a redundancy of currency and therefore 
cause an export of gold: ® 

If the circnlatiBg medium of England consisted wholly of the precious 
metals, and were a fiftieth part of the value of the commodities which it cir- 
culated . . . [and if] England, in consequence of a bad harvest, would come 
under the case mentioned [in the original Essay] of a country having been 
deprived of a part of its commodities, and therefore requiring a diminished 
amount of circulating medium, [the] currency, which was before equal to her 
payments, would now become superabundant, and relatively cheap, in the 
proportion of one fiftieth part of her diminished production; the exportation 
of this sum, therefore, would restore the value of her currency to the value 
of the currencies of other countries. 

This is not the sort of gold movement, however, which was pos- 
ited by Thornton and Malthus. The function of the gold move- 
ment according to Ricardo is to maintain unaltered the original 
relation to each other of ^‘the proportion between money and 
commodities,^’ that is, the price levels, in the two countries. 
Because of the reduction in the quantity of commodities in the 
country which has suffered the failure of the harvest, a redistribu- 
tion of currency is required to maintain this original relation. 
In the case of a subsidy, presumably, there would be according 
to Ricardo a similar gold movement after the subsidy had begun 
to move out in the form of commodities, and for the same reason. 
But according to Thornton and Malthus, over and above the 
gold export from the debtor country which “was adequate to main- 
tain the original relation of price levels, there must be an addi- 

^ Appendix to fourth edition of “The High Cost of Bullion,” pp. 291 

seq. 

2 Ihid.^ p. 292. (See also p. 198, infra.) ^ Ibid.y p. 293. 
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tional gold export which will lower prices in the debtor country 
and so stimulate exports. This Ricardo denied. 

Ricardo’s argument can be summarized in the three following 
propositions: 

(1) Gold will be exported only if it is relatively redundant as 
compared to other countries. 

(2) An export of gold is always the cause, never the eject, of 
an unfavorable balance of trade. 

(3) A failure of the harvest, or the grant of a subsidy or loan 
to a foreign country, does not create a redundancy of currency, 
that is, does not make the existing level of prices in the country 
suffering the failure of the harvest, or granting the subsidy or loan, 
too high, and, therefore, does not result in the export of gold.^ 

Thornton would reject the last two of these propositions; 
Malthus would reject all three. 

The first of these propositions is unquestionably sound. But 
it requires more careful definition than is given to it by Ricardo. 
Two countries ^ have the proper amounts of currency relative to 
each other if the relative price levels in the two countries are such 
that trade between the countries results in an even balance of 
international payments. Any cause which makes the price level 
of a country too high to bring about an even balance of interna- 
tional payments, whether it be an over-issue of paper currency, 
or a crop failure, or the grant of a foreign loan, or a sudden decline 
in the relative demand of foreign countries for its products as 
compared to its demand for foreign commodities, makes currency 
redundant in that country. 

The second proposition turns upon a question of time: can 
the unfavorable balance of trade precede the export of gold, or is it 
always caused by a preceding export of gold? Ricardo, in support- 
ing the position that the export of gold is never the result, but al- 
ways the cause, of an adverse trade balance, in effect maintains 
that gold is never exported to settle old obligations but is always 
exported to supply funds for obligations still to be made. But to 
take the case of the grant of a loan, the moment the loan is made 

^ With the later qualification, however, which was discussed above. 

2 Assuming that only two countries are concerned. 
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there will be an unfavorable balance of payments, unless at the 
same moment the foreign demand for the lending country’s prod- 
ucts increases sufficiently to offset the debits created by the grant 
of the loan.^ Ricardo argues that the grant of a loan will not 
create an unfavorable balance of payments, because: (i) the 
lending country will meet its loan obligations in goods and not in 
gold unless gold is cheaper than goods; and (2) there is nothing in 
the grant of a loan to make gold cheaper. But it is now necessary 
for the borrowing country to purchase a greater quantity of the 
lending country’s goods than it purchased before the grant of the 
loan, if the even balance of international payments is to be main- 
tained. Ricardo fails to see that if the foreign demand for the 
lending country’s goods is not immediately, automatically, and 
proportionately increased by the grant of the loan, prices in the 
lending country, which were at their proper level before the flota- 
tion of the loan, are too high now; if the borrowing country be- 
fore the loan took 1,000,000 pounds of wool at 20 cents a pound, 
this price is too high, that is, gold is too low, if it must now be 
induced to take 1,500,000 pounds. Ricardo fails to show why or 
how the borrowing country’s demand for the lending country’s 
products will increase because of the loan so that it will take more 
commodities at the same prices. He fails to meet Malthus’s argu- 
ment that the borrowing country will not be willing to accept 
more of the lending country’s goods at the same prices because, 
although ^^it is unquestionably true, as stated by Mr. Ricardo, 
that no nation will pay a debt in the precious metals, if it can do 
it cheaper by commodities; . . . the prices of commodities are 
liable to great depressions from a glut in the market [to put it in 
more modern language, greatly increased quantities of com- 
modities cannot be sold except at substantially lower prices] 
whereas the precious metals, on account of their having been con- 
stituted, by the universal consent of society, the general medium 
of exchange, and instrument of commerce, will pay a debt of the 
largest amount at its nominal estimation, according to the quan- 

^ It is necessary to shift the discussion at this point from ^‘balance of trade” to 
balance of pa>mients ’’ terms, because in the case of a lending country there will be 
an adverse balance of payments even in the presence of a favorable balance of trade 
if the excess of exports is not as great as the amount of the loan. 
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tity of bullion contained in the respective currencies of the coun- 
tries in question.’' ^ Malthus is undoubtedly right in claiming 
that a debt payable in gold can be liquidated in gold without dis- 
count, whereas to pay it in commodities may require their sale 
at reduced prices. It follows, therefore, that the grant of a 
loan to a foreign country may, and ordinarily will, immediately 
create an unfavorable balance of payments and a redundancy in 
currency. Immediately thereafter the export of gold will begin — 
the effect, as Thornton and Malthus claim, and not the cause, as 
Ricardo claims, of an insufficient export of goods and a consequent 
unfavorable balance of payments. 

Similarly, in the case of the failure of the harvest, while prices 
remain at their former levels, imports and exports with the ex- 
ception of grain will remain at their former levels. The cessation 
of grain exports will prevent imports and exports from balancing 
evenly. There will be, therefore, unfavorable balances of trade 
and of payments, which will be the cause and not the effect of an 
export of gold from the country whose harvest has failed. 

That the third proposition of Ricardo is also unsound has 
already been demonstrated in the course of the analysis of the 
first two propositions. A failure of the harvest in a given country, 
or its grant of a subsidy or a loan to a foreign country, makes the 
existing prices too high in the given country to permit of a volume 
of exports adequate to liquidate the claims of the other country: 
that is, it makes the currency redundant. There results an un- 
favorable balance of payments, which in turn results in an export 
of gold. 

Ricardo seems to have been led into his erroneous conclusions 
in part by his exaggerated notion of the obstacles which exist to 
the exportation of gold. As has already been pointed out, Ricardo 
denied that gold would be exported if it were soon to be reim- 
ported: ^ 

The ultimate result then of all this exportation and importation of money, 
is that one country will have imported one commodity in exchange for an- 
other, and the coin and bullion will in both countries have regained their 
natural level. Is it to be contended that these results would not be foreseen, 

Edinburgh Review, February, 1811, p. 345. 

2 Appendix to fourth edition of “The High Cost of Bullion,^’ Works, p. 292. 
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and the expense and trouble attending these needless operations effectually 
prevented, in a countiy^ where capital is abundant, where every possible 
economy in trade is practised, and where competition is pushed to its ut- 
most limits? Is it conceivable that money should be sent abroad for the 
purpose merely of rendering it dear in this country and cheap in another, 
and by such means to insure its return to us? 

But gold when exported does not always return. If the loans 
or subsidies continued indefinitely, the gold would not return. 
In any case, when gold is exported no one knows definitely 
whether the loss of gold will be permanent or not. Even if it were 
known that the gold, if exported, will return, say, after a year, 
Ricardo does not disclose the machinery by which the immediate 
claims of foreigners will be liquidated without gold shipments, or 
who will exert himself to stop the gold payments. It would be 
almost as reasonable to suppose that if in domestic trade an in- 
dividual was to sell his products in January, knowing that in 
December next he will use the proceeds to buy the products of 
the purchaser, he would customarily be able to avoid the neces- 
sity of using money as a medium of exchange. Moreover, gold is 
not sent abroad “for the purpose merely of rendering it dear,’’ 
but to settle obligations which cannot be as conveniently or 
cheaply settled in any other fashion. Nor is the change in the 
relative value of gold in the two countries the only result of the 
export of gold. By making the products of the gold-exporting 
country cheap and those of the gold-importing country dear, the 
export of gold affects the commodity balance of trade between the 
two countries. 

Ricardo also gives an unrealistic description of the endeavors 
which an individual having foreign obligations to meet will 
undergo in order to make payment in the cheapest possible 
medium: ^ 

If I owed a debt in Hamburgh of £100 , 1 should endeavor to find out the 
cheapest mode of paying it. If I send money, the expense attending its 
transportation being, I will suppose, £5, to discharge my debt will cost me 
£105. If I purchase cloth here, which, with the expenses attending its ex- 
portation, will cost me £106, and which will in Hamburgh sell for £100, it is 
evidently more to my advantage to send the money. If the purchase and 


1 “The High Price of Bullion,” p. 269. 
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expenses of sending hardware to pay my debt will take £107, 1 should prefer 
sending cloth to hardware, but I would send neither in preference to money, 
because money would be the cheapest exportable commodity in the London 
market. 

But, to quote Ricardo himself, ^'eacb transaction in inter- 
national trade is an individual transaction,’’ If a person has a 
monetary pa3niient to make abroad, he will not ordinarily look 
about for a commodity which will serve the purpose of making 
pa3mient, make the necessary purchase thereof, find a buyer in 
the country to which he must send his remittance, and in this 
roundabout way obtain the foreign funds he needs. Even though 
the situation is such that payments can theoretically be made 
more profitably in commodities than in gold, payments must in 
practice be made in gold until, through the mediation of merchants 
and of exchange brokers, commodity sales abroad are increased 
and foreign credits are thus made available to offset the foreign 
debits. An adjustment of this sort will take time. In the mean- 
while, foreign payments will be made in gold. There is no reason 
to suppose, however, that Ricardo was unaware of the practical 
obstacles to the smooth and complete working out of a theoreti- 
cally desirable mechanism. These obstacles were of the category 
of ‘‘facts,” whereas he was interested only in “principles.” ^ 

In private correspondence with Malthus, Ricardo receded in 
some minor particulars from the position taken in his original 
essay. He conceded to Thornton that crop failures, changes in 
the foreign demand, the grant of a subsidy, as well as changes in 

1 Letters of Ricardo to Malthus, p. 18: ‘‘The first point to be considered is, what 
is the interest of countries in the case supposed? The second, what is their practice? 
Now it is obvious that I need not be greatly solicitous about this latter point; 
it is sufficient for my purpose if I can clearly demonstrate that the interest of the 
public is as I have stated it. It would be no answer to me that men were ignorant 
of the best and cheapest mode of conducting their business and paying their debts, 
because that is a question of fact, not of science, and might be urged against almost 
every proposition in Political Economy. . . . When you say that money will go 
abroad to pay a debt or a subsidy, or to buy corn, although it be not superabundant, 
but at the same time admit that it will speedily return and be exchanged for goods, 
you appear to me to concede all for which I contend, namely, that it will be the 
interest of both countries, when money is not superabundant in the one owing the 
debt, that the expense of exporting the money should be spared, because it wil be 
followed by another useless expense, — sending it back again.” 



MECHANISM OF ADJUSTMENT 


201 


the supply of the currency, might create a redundancy of cur- 
rency.^ He gave a prominent place in the mechanism of adjust- 
ment of international balances to variations in the exchanges, and 
even maintained that an unfavorable rate of exchange resulting 
from the necessity of paying a subsidy would tend to persist long 
after the subsidy had been fully paid.^ He admitted that the 
description he had given of the mechanism of adjustment of in- 
ternational balances was intended to apply only to a state of 
affairs in which all persons knew, actively sought, and were able 
to achieve, what was in the absence of friction’’ their best in- 
terest, and that under actual conditions the adjustment might 
work out somewhat differently.^ He still maintained, however, 
that a shift in relative prices in subsidy-granting and subsidy- 
receiving countries, respectively, was not a part of the mechanism 
of adjustment of the commodity balance to the subsidy. He 
claimed that, if the fall in the exchange of the subsidy-granting 
country was not of itself sufficient to result in an increase in ex- 
ports sufficient to pay the subsidy, and gold was therefore ex- 
ported, the amount of gold exported would necessarily be a 
smaller proportion of the total stock of gold in the country than 
the proportion of the commodity exports sent in payment of the 
subsidy to the total stock of commodities. Prices in the subsidy- 
granting country would not fall, therefore, during the payment 
of the subsidy, and would be higher after payment had been com- 
pleted than they were before. The exchange for this reason 
would continue permanently unfavorable to this country.'^ 

Ricardo does not state the grounds on which he rests his as- 
sertion that the export of gold would be in relatively smaller pro- 
portions than the export of commodities. There can be little 
likelihood, however, that commodity shipments in payment of a 
subsidy or a loan will affect the commodity side of the equation 
between commodities and money as much as the gold shipments 
will affect the money side. An increase in exports does not neces- 

^ Letters of Ricardo to Mdthus, p. 13. MaitB.tts denied this. 

2 Ibid.f p. 20. ® Ibid,j pp. 18, 19. 

^ Ibid.i pp. 20, 21. In a previous letter he had contended that after the payment 
of the subsidy *Hhe exchange would again accurately express the value of the cur- 
rency/’ i. e., would return to the mint par. {Ibid,-, p. 15.) 
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sarily reduce the flow of commodities (and services) requiring 
mediation of their exchanges in the exporting country. In any 
case, even a huge subsidy is likely to be a small proportion of the 
total volume of commodities and services exchanged for money 
in the course of the year, whereas a relatively small fraction of the 
subsidy paid in gold may represent a large fraction of the total 
supply of gold of the exporting country 

Modeen Criticisms of Mill’s Theory 

Later writers for some time almost invariably followed Thorn- 
ton and Malthus, rather than Ricardo. Tooke^ added further 
strength to the case for the necessity of gold movements by 
stressing the delays which must ensue before a change in con- 
ditions, even a sharp fall in prices, can lead to increased exports 
and the payment therefor. The delays incident to the spreading 
of information about price changes, the shipment of commodities 
and the payment therefor, are not as important now as they were 
then, but nevertheless it must still remain true that the full com- 
mercial response to changes in price levels cannot be expected to 
take place immediately.® Mill, as we have seen, accepted Thorn- 
ton’s rather than Ricardo’s explanation, as did Cairnes also.'* 
Francis Walker in 1883, after reviewing the controversy between 
Thornton and Malthus on the one hand and Ricardo on the 
other, but with special reference to its bearing on monetary 
theory, sided also with Thornton and Malthus rather than with 
Ricardo.® 

^ In recent discussions of the theory of international trade under inconvertible 
paper some writers have in similar manner exaggerated the significance on prices 
in the lending country of the export of the goods sent in payment of the loans. 
Only if the loans were extraordinarily great in volume could they have an appre- 
ciable effect on the total volume of domestic exchanges of goods and services. 

2 Thomas Tooke, The State of the Currency (2d ed.), London, 1826, p. 106. Wil- 
liam Blake, writing in 1810, also follows Thornton rather than Ricardo, when he 
argues that gold movements will arise not only from changes in the volume of cur- 
rency but also from harvest conditions, subsidies, foreign remittances, etc, {The 
Course of Exchange; and the Present Depreciated State of Currency^ pp. 4, 5.) 

^ See p. 214, mfra. 

J. E, Cairnes, Some Leading Principles of Political Economy^ 1874, Part III, 
Ch. m, § 6. 

s Francis A. Walker, Money ^ New York, 1883, pp. 48 seq., 150 seq., 519. 
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Bastable, in 1889, concerned mainly with the defense of Ricar- 
do’s theory that the terms of international exchange are identical 
under a money economy with what they would be under a barter 
economy, gave hesitating support to Ricardo’s theory that gold 
would not move from a borrowing to a lending country and thus 
bring about a change in relative price levels: ^ 

It is also doubtful whether Mill is correct in asserting that the quantity of 
money will be increased in the creditor [that is, the borrowing] and reduced 
in the debtor [that is, the lending] country. The sum of money incomes will 
no doubt be higher in the former; but that increased amount may be ex- 
pended in purchasing imported articles obtained by means of the obligations 
held against the debtor nation, . . . Nor does it follow that the scale of 
prices will be higher in the creditor than in the debtor country. The in- 
habitants of the former, having larger money incomes, will purchase more 
at the same price, and thus bring about the necessary excess of imports over 
exports. 

The old controversy has recently been reopened, ^ but without 
adequate reference to the original participants therein, and ap- 
parently without full realization of the extent to which Ricardo’s 
conclusions had been rejected by other writers. Professor Taus- 
sig, in an article dealing more especially with some points of 
theory relating to international trade under depreciated currency, 
began his exposition with an explanation of the adjustment of 
balances to loans under the gold standard precisely identical with 
that offered by Mill, but apparently under the impression that it 
was the Ricardian theory. Professor Hollander replied in rebuttal 
by an appeal to the opposing theory of Ricardo, but apparently 
under the impression that Ricardo’s theory was the generally 
accepted one.® Hollander added, what was not a part of Ricardo’s 

^ C. F. Bastable, Some Applications of the Theory of Intemationai Trade,” 
Quarterly Journal of Economics, vol. iv (October, 1889), p. 16. (Italics Hs.) Fora 
discussion of Ricardo^s theory that the terms of international trade are not altered 
by the introduction of money, see p. 295, infra, 

^ In the Quarterly Journal of Economics: F. W. Taussig, ‘Tntemational Trade 
Under Depreciated Paper,” vol. xxxi (May, 1917); Knut Wicksell, “International 
Freights and Prices ” (with a rejoinder by F. W. Taussig), vol. xxxii (February, 
191S); J. H. Hollander, “International Trade Under Depredated Paper: A Criti- 
cism”; F. W, Taussig, ''A Rejoinder,” vol. xxxii (August, 1918). 

® J. H. Hollander: “From the day of Ricardo it has been agreed that ‘specie 
\dll be sent abroad to discharge a debt only when it is superabundant; only when 
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original explanation and has already been disposed of above, ^ 
that the increase in the exports of the lending country would be 
the result of a preceding decline in the price of bills on the lending 
country. He makes the further point, however, that to prove the 
possibility of a gold movement, it is necessary to assume that 
the equation of international demand is disturbed.^ But this is 
precisely what the flotation of a loan does. Moreover, if the 
equation of international demand were not disturbed, the parity 
of the exchanges would not be disturbed. The equation of inter- 
national demand denotes not necessarily an even ratio between 
the relative demands of two countries for each other’s com- 
modities, but an even ratio between immediate obligations in 
both directions, arising from whatever cause, so that these im- 
mediate obligations will be liquidated without the use of gold. 
The grant of a loan to a foreign country, by increasing the demand 
in the lending country for bills on the borrowing country without 
proportionately increasing the supply thereof, disturbs the equa- 
tion of demand, the balance of payments, and the parity of the 
exchanges. As Professor Hollander himself says: What may be 
conceived as really taking place is that the loan transaction will 
entail an increase in the demand for New York exchange in Lon- 
don and an increase in the supply of sterling bills in New York.” ® 
This would not be true if the grant of the loan did not disturb the 
equation of international demand nor, to return to another phase 
of Hollander’s argument, would it be true if gold had not become 
superabundant in the lending country because of the loan.'^ 

Professor Wicksell also replied to Taussig’s article, mainly along 
the lines of Bastable’s argument, to the effect that the transfer 

it is the cheapest exportable commodity.’ ” {Quarterly Journal of Economics f vol. 
xxxii, p. 677.) 

F. W. Taussig: *‘Let it be borne in mind that both Professor Hollander and my- 
self are discussing the accepted [Ricardian] theory, and that neither of us under- 
takes here to correct or to verify it.” Ibid,, p. 690. 

^ See pp. 150 seq., supra. 

2 Quarterly Journal of Economics, vol. xxxii, p. 680. 

^ Ibid., p, 678, 

^ Cf. Ricardo, ^‘Principles” {Works, p. 84) : ''When each country has precisely 
the quantity of money which it ought to have, money will not indeed be of the same 
value in each, . . . but the exchange will be at par.” 
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of purchasing power from the lending to the borrowing country 
would operate, without gold movements on a scale sufficient to 
result in price changes, to bring about the necessary excess of ex- 
ports over imports in the lending country.^ Taussig, in his original 
article, had argued that generally not all the proceeds of a foreign 
loan would be used by the borrowers immediately in making pur- 
chases of foreign goods, but that part of the proceeds would be 
brought to the borrowing country to be used in buying domestic 
commodities and hiring labor. Wicksell pointed out that even the 
domestic purchases would operate to adjust the international 
balance, since they would reduce the amount of commodities in 
the borrowing country available for export. Nevertheless, even 
with this correction, Taussig’s argument still holds that without 
gold movements and changes in price levels there is no visible 
mechanism whereby increased purchases by the borrowers of 
foreign commodities, and of those domestic commodities which 
otherwise would be exported, will exactly equal the amount of 
the borrowings.^ It is quite possible that none of the proceeds of 
a loan shall be used directly in making foreign purchases. In the 
absence of changes in prices consequent upon gold movements and 
of special circumstances, what should be theoretically expected is 
that the proceeds of foreign loans will on the average be used in 
the first instance by the borrowers in making purchases of foreign 
goods and of domestic goods which ivould otherwise be exported 
in the same proportions, respectively, as foreign purchases prior 
to the flotation of the loans were to total purchases, and as pur- 
chases of export commodities were to total purchases. Assume 
that a country annually imports $1,000,000 of foreign goods 
and that its domestic production of goods amounts annually to 
$10,000,000, of which $2,000,000 consists of commodities of a 
class of which $1,000,000 is exported, $1,000,000 consumed at 
home. Assume that the country borrows abroad, for general 
purposes, $1,000,000. The theoretical expectation would be 
that, in the year in which the loan was floated, in the absence of 
price changes, the commodity imports would increase by $100,000, 

^ Quarterly Jmrml of Economics ^ vol. xxxii, p. 405. 

2 F. W. Taussig, ibid,^ vol. xm, pp. 393, 394. 
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the exports would decrease by $100,000, and $800,000 of the loan 
would be taken in gold.‘ In the absence of special circiunstances 
such as the requirement that the proceeds of the loan be im- 
mediately used in making purchases in the lending country, and 
in the absence of price changes, there is no reason why borrowings 
abroad should disturb the proportions in which the total pur- 
chasing power in the borrowing country, including that derived 
from the loan, is used in buying domestic and foreign commodi- 
ties. Without a disturbance in these proportions the loan cannot 
wholly enter in the form of commodities.^ 

Sectional Peice Levels 

The theory maintained above, that changes in price levels result- 
ing from gold movements play an important part in the mech- 
anism of adjustment of international balances, has been attacked 
also by Professor Laughlin, but from an altogether different point 
of view. In his criticism of the theory, which is merely a phase of 
his general denial of the validity of the quantity theory of the 
value of money,® Laughlin contends that changes in price levels 
cannot play an important part in the mechanism of adjustment of 
international balances of trade, on the ground that the general 
price levels of two countries caimot move in opposite directions, 
and cannot move in the same direction in substantially different 
degrees, since “the action of the international markets, with tele- 
graphic quotations from every part of the world, precludes the 
supposition that gold prices could in general remain on a higher 
level in one coimtry than another (cost of carriage apart) even for 

^ In the above illustration the total domestic consumption in the absence of 
loans is $10,000,000, of which $1,000,000, or one tenth, consists of imported com- 
modities and an equal amount consists of articles of a class which has an export 
market. 

2 J. S. Nicholson {Principles of Political Economy^ London, 1897, voL ii, pp. 
287-291) attacks Mill’s reasoning with regard to gold movements and price changes 
and provides an alternative solution similar to that of Wicksell discussed above. 
Although he finds Mill’s reasoning absurd, he presents no argument not already 
considered here. Nothing is to be gained, therefore, from a detailed consideration 
of Ms explanation of the mechanism, 

® J. L. Laughlin, Principles of Money, p. 369. 
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a brief It would be pertinent here to cite as complete re- 

buttal of this argument the statistical evidence afforded by vari- 
ous comparative studies of prices which reveal striking differences 
in gold price levels in different countries, or the charts of the 
comparative trend of prices in Canada and other countries given 
in the next chapter, which demonstrate that price levels do move 
differently in different countries. But the argument can be met 
by deductive reasoning which adheres to the spirit while extending 
and amplifying the details of the accepted theory. One attempt to 
meet Professor Laughlin^s criticism in this manner may here be 
noted. Whitaker,^ in an otherwise brilliant and conclusive reply 
to Laughlin, argues that if the highly developed means of com- 
munication have brought about so great a uniformity of price 
levels that disturbances of relative price levels have become al- 
most imperceptible, it is only because the forces considered in 
the orthodox theory operate more effectively now than in earlier 
days in bringing about uniformity. He claims that the orthodox 
theory does not at all assert that prices maintain different levels 
in different countries, and he further claims that the ‘‘normal 
situation” — by which he means apparently the situation char- 
acterized by a stable balance of trade adjusted without further 
gold movements to the balance of indebtedness — is uniformity 
of price levels. He asks whether Laughlin "would argue, because 
Chicago and Liverpool prices are adjusted one to the other by 
telegraph, that a difference in the price of wheat at these points 
is not the cause of the movement of wheat between them. 

It can be demonstrated from the writings of the classical school 
that Whitaker misinterprets their theory and that they would not 
agree that gold prices must find a uniform level throughout the 
world.^ On the other hand, such slight differences of prices, other 

^ A. C. Whitaker, ‘‘The Ricardian Theory of Gold Movements/’ Quarterly J out’- 
nai of Economics, February, 1904, pp. 236 seq. 

2 David Ricardo, “Principles,” Ch. wi, Works, p. 81: “The value of money 
is never the same in any two countries, depending as it does on relative taxation, 
on manufacturing skill, on the advantages of climate, natural productions, and 
many other causes.” 

J. S. Mill, Principles, Bk. Ill, Ch. xix, § 2: “The countries whose exportable 
productions are most in demand abroad, and contain greatest value in smallest 
bulk, which are nearest to the mines, and which have least demand for foreign pro- 
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than those accounted for by transportation costs, as can exist for 
more than a day or two between markets connected by telegraph 
and for commodities steadily moving in one direction in inter- 
national trade, cannot explain such tremendous adjustments of 
balances of trade as are necessary when a country of the rela- 
tively minor economic importance of Canada increases the rate 
of its capital borrowings by $100,000,000 in one year. 

The adjustment of balances of trade where the disturbing ele- 
ment to an existing equilibrium is important cannot be explained 
by those “scarcely perceptible” changes in relative prices which 
Whitaker considers the direct cause governing such adjustments. 
The possibility of important changes in relative price levels is 
demonstrated inductively in the following chapter. In view of 
Laughlin’s statement with respect to the equalizing influence of 
rapid communication on price levels in international trade, how 
can such changes in relative price levels be explained deductively? 

Laughlin’s statement with regard to the necessary uniformity 
of prices between countries in telegraphic communication is true 
only of commodities which move in trade regularly and in large 
quantities between these countries, and is true even here only 
with important reservations. Laughlin acknowledges that rela- 
tive prices of a given commodity in two countries may differ by 

ductions, are those in wMch money wiU be of lowest value, or in other words, in 
which prices will habitually range the highest.’’ 

J. E. Cairnes, Sofne Leading Principles, Part III, Ch. v, § i: ought here, 

perhaps, to refer to a maxim advanced by some writers on monetary questions 
which, if well founded, would seem to preclude the existence of the phenomenon, 
the character of which I propose to discuss. It is held by the writers to whom I 
refer that the value of gold is, and must ever be, *the same all the world over.’ Now 
if this be so, as the value of gold is merely another expression for the gold prices of 
commodities, it must follow that a high or a low scale of general prices existing in any 
country, and not shared by every other, is an impossible occurrence. As there is 
no local value of gold, so there can be no local scale of prices. I have no hesitation, 
however, in expressing my opinion that the doctrine in question, with whatever 
confidence advanced, is absolutely destitute of foundation.” And in a footnote to 
the above: “It has certainly no support from any writer of authority.” 

Whitaker, in a recently published book {Foreign Exchange, 1920, pp, 618 
seq.), not only attributes once more to Ricardo the theory that gold has uniform 
purchasing power throughout the world, but he also attributes to him Thornton’s 
doctrine that “excessive imports of goods” are one of the usual causes of gold 
movements. 
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the cost of transportation. But if prices of a given commodity in 
two countries may differ by exactly the cost of transportation, it 
can easily be demonstrated that while the prices in one country 
remain constant, the prices in the other may vary within the 
limits of a fraction of the cost of transportation and twice the cost 
of transportation. Countries A and B both produce a given 
commodity. On a given date its price is X in A, and Y, a higher 
price, in B. The cost of transportation between the two coun- 
tries is Z, which equals Y~X. This would be the normal situa- 
tion while the commodity was moving from A to B. But it 
would be theoretically possible for the price of the commodity 
in A to settle at any point between X and X + 2Z and to remain 
at that point while the price in B remained unchanged. Stated 
in other terms, if the price of wheat in Liverpool is $2 and remains 
at $2, and the cost of transportation in either direction between 
Chicago and Liverpool is 40 cents, the Chicago price of wheat 
may settle at any point between $1.60 and $2.40. If the cost 
of transportation rises or falls, there is a corresponding change in 
the possible range of fluctuations of relative prices. 

What has been said above with regard to the relation of trans- 
portation costs to relative price levels in different countries 
applies with equal force to import duties. If in the above fllustra- 
tion T is the specific import duty on a commodity in both coun- 
try A and country B, the price may range in country A between 
X — T and X + 2Z -f- T, while remaining at Y in country B. 
The Canadian tariff, measured by usual standards, is a high 
tariff. Only for commodities, therefore, which are readily trans- 
portable at small cost and which are not subject to duty is the 
possible range of fluctuation in their relative prices in Canada 
and in other countries ver}^ closely limited. 

But there are commodities w^hich, because of their great bulk in 
proportion to their value or for other reasons, are costly to trans- 
port, and for such commodities the possible range of fluctuation 
in relative prices may be several times the price of the article in 
the low-price country. There are other commodities which, be- 
cause they are perishable or because they meet a demand which 
is wholly local, never or rarely move in international trade, and 
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the prices of such commodities are in all cases largely, in some 
cases wholly, independent of any direct influence of foreign prices. 
There are also commodities which are immovable, such as land 
and buildings, and there are services which cannot be detached 
from the person rendering them and therefore have limited 
mobility, and these also have prices which are not directly sub- 
ject to competition from abroad. If the general price levels of 
any two countries be considered, including the prices of services, 
there is therefore a considerable range within which the price 
levels may diverge from each other in response to factors which 
are not common or identical in both countries. 

Price levels of different countries, therefore, although in part 
interdependent, are also in part independent of each other. The 
direct interdependence is largely confined to the prices of those 
commodities which move freely and in substantial amounts in 
international trade, commodities which may be conveniently 
termed “internaticnal commodities/’ The prices of bulky com- 
modities are subject also to direct external influence, but only 
in the sense that foreign prices set broad limits to their fluctua- 
tions — if these commodities fall to abnormally low prices ex- 
portation may be stimulated and the influence of foreign prices 
may become important, and similarly, if they rise to abnormally 
high prices competition may set in from imported commodities. 
The prices of services and of what may be termed domestic 
commodities,” commodities which are too perishable or too bulky 
to enter regularly and substantially into foreign trade, are wholly 
or largely independent of direct relationship with foreign prices. 
World price-factors influence them only through their influence 
on the prices of international commodities, with which the prices 
of domestic commodities, as part of a common price-system, 
must retain a somewhat flexible relationship. 

An important improvement in the classical theory was made 
when the analysis of the part played by price changes in the ad- 
justment of balances was extended beyond a general and un- 
qualified discussion of changes in ^^general price levels” to an 
analysis of the trends of the sectional price levels. The applica- 
tion, to the general theory, of the fruits of this analysis has been 
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made most completely and effectively by Professor Taussig. 
CaimeSj however, appears to have been the first writer clearly 
to perceive that it was important for the theory of international 
trade to distinguish between general price levels and what are 
here termed “domestic/’ “import/’ and “export” price levels, 
although he made use of the distinction only to prove his point 
that gold was not of the same value in all countries. Cairnes’s 
description of the “sectional” price levels is worth quoting;^ 

. . . Among countries commercially connected there is a large class of 
commodities — all those, namely, which constitute the great staples of com- 
merce, such as corn, flour, tea, sugar, metals, and most raw materials of in- 
dustry — of which the prices can not vary much in different localities. As 
a rule the difference of prices will not be greater than the cost of carriage 
between the countries of production and consumption, always, of course, 
excepting the case where such articles come under the operation of local 
fiscal laws. In the exchange for commodities of this description, the value 
of gold, though not the same all the world over, does not greatly vary within 
the range of general commerce. But besides the commodities which form 
the staples of commerce, there are those which, through unsuitableness for 
distant traffic, or owing to some other obstacle, do not enter into interna- 
tional trade. With regard to these, there is nothing to prevent the widest 
divergence in their gold prices, or, therefore, in the value of gold in relation 
to them, not merely in remote quarters of the world, but sometimes even in 
localities within the same country; and the class of goods to which this de- 
scription applies — it will vary in extent with the situation of each country 
and the means of communication at its command — far from being insignifi- 
cant, must under all circumstances include some of the most important 
articles of general consumption. To perceive this, it is only necessary to 
remember that the group includes the items of house accommodation, meat, 
and a large proportion of those things which fall under the bead of “pro- 
visions” — a list which would have to be greatly enlarged if we bad to deal 
with coimtries lying aside from the leading thoroughfares of commerce, or in 
which the means of communication have been imperfectly developed. 

The part played by gold movements in the adjustment of the 
Canadian balance of trade to Canadian borrowings from abroad 
has already been submitted to an inductive examination, whose 
results showed that, if allowance was made for the controlling 
influence exercised on gold movements by the peculiar system of 
outside reserves of the Canadian banks, gold movements operated 
in the manner indicated by Thornton, Mill, and their followers. 

^ Some Leading Principles, Part III, Ch. v. § i. 
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The next chapter is devoted to an inductive analysis of the part 
played by price changes in the mechanism of adjustment of the 
Canadian balance of trade. It should provide a further test of 
the validity of the deductive theory as expounded by Thornton 
and Mill, and it should, moreover, serve to verify the amplification 
of the theory made by Professor Taussig with reference to the 
operation of the sectional price levels. 



CHAPTER X 


CHANGES IN RELATIVE PRICE LEVELS AND THE 
MECHANISM OF ADJUSTMENT OF TRADE BALANCES 

B. INDUCTIVE VERIFICATION 
Introductory 

In this chapter an attempt is made to verify inductively, by an 
analysis of price movements, the deductive theory with respect 
to the part played by changes in prices in the mechanism of ad- 
justment of trade balances, which was presented in the preceding 
chapter. Before proceeding to the analysis of the relevant price 
statistics, it is essential, however, to establish deductively a 
further detail which has escaped the attention of writers on the 
theory of international trade. 

If borrowings abroad continue after their inception at a con- 
stant rate, it is stated or implied by those writers who follow Mill 
that the initial relative rise in prices in the borrowing country 
must be maintained definitively and undiminished so that there 
may be an equally definitive and undiminished excess of imports 
over exports. Assume that we start in 1900 with an even balance 
between imports and exports and with no borrowings; that bor- 
rowings begin in 1901 at the rate of $50,000,000 annually and 
continue for an indefinite period thereafter at the same rate; that 
the Canadian price level rises $ per cent in 1901 relatively to the 
world price level; and that this relative rise in prices is just 
sufficient to bring about an excess of imports over exports in 1901 
equal to the borrowings in that year. The generally accepted 
theory would hold that this relative rise of 5 per cent in the Cana- 
dian price level must be maintained undiminished throughout the 
continuance of the borrowings if imports are to main tain their 
necessary excess over exports. 

There is valid deductive ground, however, for believing that 
if an initial relative rise of 5 per cent in the Canadian price level 
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is sufficient to bring about in the first year of its occurrence an 
excess of imports over exports amounting to $50,000,000, it will 
be more than sufficient to bring about an equivalent excess of 
imports over exports in subsequent years. Before a change in 
relative prices can exert its full influence on trade, information 
as to the price changes must first become widespread, old com- 
mitments must be liquidated, new merchandising and credit 
connections must be established, inertia must be overcome, habits 
and tastes must be trained to find new forms and styles of com- 
modities acceptable, industry must be adapted to the exploitation 
of raw materials having perhaps slightly different chemical or 
physical properties or graded according to hitherto unf amili ar 
standards. How long it will be before price changes in one coun- 
try will exert their full potential influence on the trade with 
other countries is not subject to exact determination, but imder 
normal circmnstances it will unquestionably take more than one 
year. The problem is one “ of determining the effects of a new 
stimulus applied to trade. Working an analogy from applied 
psychology, the problem is to ascertain whether a stimulus of uni- 
form strength continuously applied (r) produces a cumulative 
effect, or (2) gradually loses its stimulative potency. It seems to 
me that there is a clear presumption that for an initial period at 
least the effect of the trade stimulus will be to produce a steadily 
increasing result.” '■ 

If a given divergency in price levels will have a progressive 
effect on trade for several years and, after that, a constant effect 
at the peak, which has been shown to be a reasonable hypothesis, 
it should be expected, given a constant rate of borrowings, that 
the initial relative rise in prices in the borrowing country will 
later prove to be unnecessarily great and therefore will not be 
fuUy maintained. Moreover, even though a given divergency of 
prices should be expected to exert a constant relative influence 
on trade, it should exert an increasing absolute influence on trade 
as measured in money if the total monetary volume of trade^is 
increasing, whether this increase reflects an increase in physical 

1 I am indebted to Professor Edmund E. Day, formerly of Harvard University, 
for this useful analogy. The quotation is from a letter to the writer. 
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voliune, in prices, or in both. During the period under study, 
the rate of Canadian borrowings abroad and the total volume of 
Canadian trade both had a generally upward trend, but at an 
irregular rate of increase and with some temporary recessions. 
An analysis of price trends should be expected, therefore, to 
reveal not a steady and continuous rise in the Canadian price 
level relative to foreign price levels, but an irregular rise with 
some recessions, and with the general upward trend in prices less 
marked than the general upward trend in the rate of borrowing. 
Since the rate of borrowings was very much greater throughout 
the later part of the period than in the earlier years, it should be 
expected, however, that the Canadian price levels should be 
throughout the later part of the period higher in relation to foreign 
price levels than they were at the beginning of the period. 

Since there is a priori ground for expecting that there will not 
be anything approaching exact mathematical correspondence be- 
tween the variations in the divergencies of price levels and in 
the trade balances which these divergencies bring about, the use 
of subtle statistical methods for measuring the degree of correla- 
tion is not called for, and simple tabular comparisons or natural- 
scale charts will adequately serve the purpose of inductive veri- 
fication. 


Pmce Levels in Dleterenx Countries 

The period under study was marked by a world-wide rise in 
prices. To verify the theory presented in the preceding chapter, 
it is therefore necessary to show, not only that there was a rise 
in the Canadian price level, but that Canadian prices rose more 
than did prices outside of Canada, and especially that Canadian 
prices rose more than did prices in the countries in which the 
Canadian loans were chiefly floated. No factor was operating 
during this period, other than the import of capital, which would 
adequately explain a substantially greater rise in prices in Canada 
than in the world at large. Foreign trade is relatively of much 
greater importance to Canada than to the United States, and 
both the per capita volume of foreign trade and the percentage 
of production for export to total production are unquestionably 
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several times greater for Canada than for the United States. 
The tariff therefore has possibilities in Canada of interference with 
the natural course of industry, trade, and prices, to a degree not 
attributable to it in the United States. Fortunately for this 
study, the Canadian tariff remained substantially unaltered dur- 
ing the entire period under investigation. It must of course be 
conceded that the economic significance of an unaltered schedule 
of import duties will change as basic economic and trade condi- 
tions change; but a careful survey of the situation appears to 
justify the conclusion that the Canadian tariff did not operate 

CHART IV 

Indices of Wholesale Prices for Canada and the World, 1900--1913 

Canada (272 commodities) unweighted World — Coats’s Index (145 commodities) 

Canada (145 commodities) World — ^Knibbs’s Index 
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more strongly to create a relatively high price level in Canada 
in the later than in the earlier years of the period under study. 
The increase in manufacturing and the modernization of its 
technique in Canada have in fact operated in recent years 
to reduce the excess of the Canadian prices of protected manu- 
factured commodities over foreign prices, and to make many 
of the import duties exert but a partial influence on Canadian 
prices. While the tariff may be partly responsible, therefore, for 
the actual level of Canadian prices, it cannot be charged for this 
period with responsibility for any marked variations in the 
Canadian price level from its customary relationship with the 


DATA OF CHART IV 


Indices of Wholesale Prices for Canada and the World 


Year 

Canada — (272 
commodities) 
unweighted ^ 

Canada — (14S 
commodities) ~ 

World—Coats’s 
Index (14s 
commodities) ® 

World — 
Knibbs’s Index ^ 

1900 

100.0 

lOO.O 

lOO.O 

lOO.O 

1901 

98.8 

100.5 

99.8 

96.2 

igo2 

100.7 

102.7 

102 0 

96.1 

1903 • • •• 

102. 1 

103.3 

102.3 

98.0 

1904 

102.0 

105.3 

100.9 

98-3 

I90S 

105. 1 

108. 1 

104.6 

1 00.0 

1906 

110.9 

110.9 

108.7 

106.8 

1907 

116.6 

115.6 

113*8 

II3.2 

1908 

III. 6 

II 3-3 

109.4 

105.9 

1909 

112.0 

116.0 

IIO.O 

I07.S 

1910 

114.7 

119.0 

112 8 

1 1 2.3 

I9II 

116.8 

121.3 

116,3 

II 5-7 

1912 

124.2 

129.2 

122.6 

... 

1913 

124.8 

128.7 

121.2 

.... 


1 Canada: — 272 commodities, unweighted. {Cost of Living Report, vol. ii, p. 146.) This is the 
official Department of Labour index number of wholesale prices reconstructed from its details, by R. H. 
Coats, to 1900 as a base. 

2 Canada: — 14s commodities, unweighted. Prices in 1900 = 100. Constructed by Coats ithtd., 
p. 240), from the price quotations for the identical commodities included in his world index. 

® World, Coats’s Index: — 145 commodities, unweighted. Prices in 1900 = 100. (Ibid.^p, 23S.) 
* World, Knibbs’s Index: — This index, constructed by G. H. Knibbs, Commonwealth Statistician 
of Australia (Prices, Prices Indexes and Cost of Living in Australia, 1912, pp. 76 seq.) is based on the 
averages of the wholesale index numbers given in the best indices for the countries included, viz.: 
Great Britain, Belgium, Germany, Italy, France, the United States, New Zealand, Australia, Canada. 
Knibbs, in combining the indices, used weights representing relative populations. His index has not 
been carried beyond 1911. 
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world price level. In the absence of any other conspicuous factor 
which could be cited in explanation of an upward movement in 
Canadian prices more than proportionate to the general world 
movement, a substantial relative rise, if it occurred, must be 
explained as due to the import of capital and therefore must be 
accepted as confirmatory of the classical theor}?-. 

Chart IV compares two Canadian price indices with two world 
price indices, one constructed by R. H. Coats, the Dominion 
Statistician, from price quotations in various countries for spe- 
cific commodities, and the other constructed by G. H. Knibbs, 
Statistician for Australia, from the price indices for various coun- 
tries. Both world indices show a more moderate rise than either 
of the Canadian indices, and to this extent confirm the theory. 
The divergency between the two series is substantial, even though 
the methods of construction of the two world price indices, es- 
pecially because they give too much weight to prices in the capital- 
borrowing countries, are such as to exaggerate the rise in world 
prices. The fairest comparison is probably between Coats’s 
Canadian and world price indices for the same 145 commodities. 
Coats says of his index of world prices that it has a defect ‘^in 
the fact that the averages for certain commodities represent a 
larger number of countries than those for others. For over forty 
articles in the . . . list, for example, the average is for Canada 
and the United States alone, where prices have been exceptionally 
buoyant. The . . . world numbers, therefore, might be pre- 
sumed to err on the side of buoyancy.” The countries whose price- 
quotations were used in the construction of this index, grouped 
in ascending order according to the degree of buoyancy ” which 
their prices showed, are as follows: (i) Great Britain, France, 
Italy, Belgium, Holland, and Norway; (2) Germany, Austria, 
Russia; (3) India, Australia, New Zealand; (4) Japan, Hungary, 
the United States, Canada, Although it is not to be contended 
that the international movement of capital is the sole factor 
determining the trend of price levels in different countries, it is 
significant that in general the capital-lending countries experi- 
enced the least rise in prices, and the capital-borrowing countries 
the greatest rise. It is to be noted also that not only was the 
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CHART V 

Wholesale Prices in Canada and Great Britain, 1900-1913 

Canada, weighted Great Britain, Sauerbeck 

Great Britain, Labor Dept Board of Great Britain, Economhl 

Trade, weighted 
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rise in the Canadian price level as compared with 1900 greater 
than in the world price level, but for most of the years of the 
period it was greater also than the rise in the price level of any 
other of the countries included in the index of world prices.^ A 
comparison between the Canadian price level and the price level 
of the world exclusive of Canada would show, therefore, an even 
more marked relative rise in Canadian prices. 

^ Cost of Lining Report, vol. ii, p. 243. 


DATA OF CHART V 

Wholesale Prices in Canada and Great Britain 


Year 

Canada 
weighted ^ 

Great Britain 

Labor Dept 
Board of Trade 
weighted 2 

Sauerbeck ® 

E^conomist * 

1900, . 

,ICX >.0 

100.0 

lOO.O 

lOO.O 

1901 

100.2 

96.7 

93-4 

96.4 

1902 .... . . . 

103.6 

96.4 

92.0 

89.1 

1903 ... 

103.7 

96.9 

92.0 

90 -S 

1904 

104.S 

98.2 

93-4 

92.7 

190S . . . . 

107.6 

97.6 

96.0 

94.S 

1906 . .. 

I 13 -S 

100,8 

102.7 

99.1 

1907 ... . 

122. 1 

106.0 

106.7 

IO4.S 

1908 ... 

118.2 

103.0 

97.4 

IOI.4 

1909 

119.4 

104. 1 

98.7 

94-5 

1910 

1 21.0 

108.8 

104.0 

103.2 

1911 

123.9 

109.4 

106.6 

103.6 

1912 

136.0 

114.9 

II 3-3 

106.8 

1913 

131-9 1 

116.5 

II 3-3 

113.6 


^ Canada. Cost of Living Report, vol. ii, p. 22. OflScial Canadian index number weighted by Coats 
on basis of system suggested by the British Association for the Advancement of Science (Reports of 
Committee on Index Numbers, 1S87--1890). Of the 100 weight units, 55 are given to foodstuffs raw and 
manufactured, ro to fuel, 2 to house furnishings, 11 to clothing, 22 to metals, lumber, etc. Converted 
by the writer from 1890-1899 to 1900 base. A statistical error is involved in this conversion to a dif- 
ferent base, of an index constructed from relative instead of actual prices (see XJ. S. Dept, of Labor, 
Bureau of Labor Statistics, Bulletin No. 181, pp. 251 seq.) but it is unavoidable, and the great number 
of commodities covered by the Canadian index, plus the fact that the 1900 prices were not greatly dif- 
ferent from the average prices 1890-1899, make the probable error a slight one. 

® Cost of Living Report, vol. ii, pp. 148 seq. (Great Britain: Labour Dept., Board of Trade): weighted 
for 47 articles, chiefly raw materials and foodstuffs. Prices in igoo = 100. Weighted average of rel- 
ative prices for other years, 

3 Ibid,, Sauerbeck (London Stakst): unweighted index for 32 commodities, chiefly raw materials 
and foodstuffs. Prices in 1900 = 100. Unweighted average of relative prices for other years. 

* Ibid., London Economist: unweighted index for 43 commodities, chiefly raw materials and food- 
stuffs. Prices in 1900 « 100. Unweighted average of relative prices for other years. Prices as of 
January x each year. 
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Canada^s international economic relations are predominantly 
with Great Britain and the United States. Comparison of the 
trend of prices in Canada with the trend of prices in these two 
countries should therefore provide a better inductive test of the 
truth of the theory than comparison with the world at large. 

Prices in Canada compared with Prices in Great Britain 

Chart V compares the official Canadian price index, weighted, 
with the official British price ^ index, weighted on substantially 
the same basis, and with two unofficial British price indices. 
Chart VI compares the trend of prices of fifty-two identical 
articles in Canada and in Great Britain. Both comparisons 
exhibit a clear and marked rise in Canadian prices relative to 
British prices. This is especially significant because, since the 
close commercial relationships of the two countries should tend 
to have an equalizing influence on their price levels, the diver- 
gency in prices can be more confidently attributed to the fact 
that Canada and Great Britain stand, in relation to each other 
and to the world at large, as borrowing and lending countries 
respectively. 

All of the British price indices are constructed predominantly 
from quotations for raw materials and foodstuffs. These are 
largely import commodities in Great Britain.^ In a lending 
country during a period of increasing loans abroad, such as this 
was for Great Britain,^ import prices should rise relative to 
domestic and export prices. Moreover, the rise in prices through- 
out the world after 1900 was universally more marked in raw 
materials and in foodstuffs than in manufactured products.® The 

^ Of the 47 price series used in constructing the British Board of Trade Price 
Index, 35 are not only for import commodities but are the average import values. 
(Cf. A. W. Flux, “Measurement of Price Changes,’^ Journal of the Royal Statis- 
tical Society, vol. Ixxiv, p. 169.) 

2 Cf. C. K. Hobson, The Export of Capital, p. 219. 

® Would Rise in Prices 


Year Foods Raw materials Manufactured products 

1900 100.0 100,0 100.0 

1912 134.0 135.5 II7.2 

^913 125.8 130,4 I1S.3 


(Cost of Living Report, vol. ii, p. 247.) 
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CHART VI 

Wholesaie Pkices in Canada and Great Britain, 1900-1913 

(52 identical commodities) 

Canada — Great Britain 
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Canadian index number gives adequate representation to manu- 
factured products, for over half of the quotations used are for 
manufactured articles. The British price indices on the other 
hand include very few articles advanced beyond the prelimi- 
nary stage of manufacture. The British price indices must have 
tended, therefore, to exaggerate the upward trend of the British 
price level.^ The greater rise shown by the Canadian indices is 
therefore all the more significant. 

Prices in Canada compared with Prices in the United States 

Canada is even more closely related economically to the United 
States than to Great Britain. Moreover, the United States was 
itself during this period a capital-borrowing country, although not 
nearly to the same degree as Canada.^ As there was no sub- 

^ Two other indices of British prices, one by A. L. Bowley and the other by Mrs. 
G. H. Wood, constructed so as to reflect more clearly the trend of the cost of living 
and therefore of domestic prices, both show a much less pronounced rise in prices 
than the indices presented above. {Cost of Living Report, vol. ii, p. 157.) 

2 Cf. Bullock, Williams and Tucker, ‘‘The Balance of Trade of the United 
States,’’ Review of Economic Statistics, Preliminary Vol. No. 3, p. 230. 

DATA OF CHART VI 

Wholesale Peices in Canada and Great Britain 

(52 identical commodities) ^ 


Year Canada Great Britain 

1900 loo.o loo.o 

1901 98-5 99*1 

1902 99.5 95.1 

1903 100.8 95.0 

1904 100.6 95.7 

1905 106.1 90.1 

190b 109.7 103.6 

1907 115.7 108.8 

1908 III. 2 102.0 

1909 114-6 102.7 

1910 120.0 108.1 

122.8 1x0.3 

1912 130.4 115.2 

1913 126.6 115.7 


* Cost of Living Report, vol. ii, pp. 157 seq. Unweighted index for 52 identical commodities in 
Canada and Great Britain. Prices in 1900 - 100. Canadian prices from Dept, of Labour Reports. 
British prices, 43 from Dept, of Labour, Board of Trade, 8 from Sauerbeck, 2 from Economist. 
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stantial change in tariff relations or in freight rates between the 
two countries during the period under study, the price indices of 
the two countries should be expected to show closely similar 
trends. On a priori grounds, there should be expected a moder- 
ately greater rise in prices in Canada than in the United States, 
because of the relatively and absolutely greater capital borrow- 
ings by Canada than by the United States. On the other hand, 
the great degree of self-sufficiency possessed by the United States 
probably makes its price level more independent of and less re- 
sponsive to external influence than that of Canada, and therefore 
more likely to move in response to purely domestic conditions. 

Chart VII compares the official price indices of the two 
countries, weighted and unweighted. Both index numbers are 
constructed from quotations for a considerable number of com- 
modities, many of which are common to both. Raw materials, 
foodstuffs, and manufactured products receive representation in 
about the same proportions in both indices. Different methods 
are used, however, in weighting the two indices. The American 
index is weighted with reference to relative importance in output, 
whereas the Canadian index is weighted more crudely and with 
reference to supposed relative importance in consumption. 

The weighted index number of prices in Canada showed a much 
more pronounced rise than the unweighted, whereas for the 
United States index the weighting made little change in the final 
results. The unweighted index numbers for the two countries 
kept closely together from 1900 to 1911, with the American index 
number for each year generally higher than the Canadian. Only 
after 1911 does the Canadian unweighted index number show a 
distinctly more pronounced rise in prices, as compared to 1900, 
than does the American. 

In general, statistical authority would support the use of 
weighted in preference to unweighted index numbers as meas- 
ures of the general trend of prices, if the weights used were 
not wholly arbitrary, but were based even though very roughly 
on the relative importance of the commodities included in the 
index. The weighted index for Canada shows a decidedly more 
pronounced rise than the American weighted index in the years 
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CHART \TI 

Wholesale Prices in Canada and the United States, 19CX5-1913 


Canada, unweighted United States, unweighted 

Canada, weighted United States, weighted 
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1911 to 1913, years in which the Canadian borrowings showed 
sharp increases over the preceding year.^ 

A further basis for comparison of price trends in the two coun- 
tries is furnished by index numbers constructed by Coats from 
price quotations for 135 articles common to the official indices of 
both coimtries. These indices, presented in Table XLVIII, show 
that as compared with 1900, prices were higher in Canada than 
in the United States in most of the years in which there were 
substantial borrowings abroad by Canada, and that the greater 
buoyancy of Canadian prices was especially marked from 1911 to 
1913, when the Canadian borrowings were in greatest volume. 

AH of the comparisons made above between prices in Canada 
and in the United States indicate that the trends of prices in the 
1 See Table XXXI, p. io6, supra. 


DATA OF CHART VH 

Wholesale Prices in Canada and the United States 


Year 

Canada 

1 United States 

Unweighted 1 ^ 

Weighted* 

Unweighted * 

Weighted * 

1900 

loo.o I 

lOO.O 

loo.o 

lOO.O 

1901 

98.8 

T00.2 

98.2 

98.8 

1902 

100.7 

103.6 

102. 1 

106.2 

1903 

102.1 

103.7 

102.8 

106.2 

X 9«54 

102.0 

104.S 

102.2 

107.4 

X905 

105,1 

107.6 

104.9 

106.2 

1906 

1 10.9 

113-S 

110.8 

109.9 

1907 

116.6 

122. 1 

117.2 

II 7-3 

1908 

iii,6 

118.2 

III. I 

113.6 

X909 

112.0 

119.4 

X14.S 

121.0 

1910 

114.7 

1 21.0 

119.1 

124.7 

1911 

116.8 

123.9 

116.9 

X18.5 

1912 

124.2 

136.0 

120.9 

125.9 

19x3 

124.8 

13X.9 

122.3 

124.7 


1 Canada, tinweighted: — all commodities, 272 articles. Department of Labour index, recon- 
structed by Coats to ipoo base. (Cost of Living Report, vol. ii, p. 146.) 

* Canada, weighted: — see note i to Chart V. 

» United States, unweighted: — all commodities, 252 articles. United States Bureau of Labor 
Statistics unweighted index, reconstructed by Coats to 1900 base. {Hid., p. 166.) 

* United States, weighted: — all commodities, 297 articles. United States Bureau of Labor 
Statistics weighted index (Bulletin No. 181 [1915!, p. 16). Converted by writer from 1914 base. The 
method of construction of this index number i>ermits of shifting of base without error. 
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two countries kept closely together throughout most of the period, 
but that Canadian prices rose much more sharply than American 
prices during the last few years of the period when Canadian bor- 
rowings were in greatest volume.^ 

Sectional Price Levels 

Much more light can be thrown on the method of operation of 
price changes in the adjustment of trade balances by comparing 
the different trends of the sectional price levels in Canada. That 
phase of the classical explanation of the mechanism of inter- 
national trade which relates to the operation of price changes 
may be restated so as to make use of the considerations discussed 
above relating to sectional price levels, ^ and with special applica- 
tion to the Canadian situation, as follows: 

Let us assume once more that we begin with an equal balance 
between imports and exports, and that Canada begins to borrow 

^ Cf . Table LI, infraj presenting a comparison of tbe trend of prices of domestic 
commodities in Canada and in the United States, which shows a substantially 
greater relative increase, throughout the period under study, in Canada than in 
the United States. ^ See pp. 209 seq., supra. 

TABLE XLVIII 

Wholesale Prices in Canada and the United States ^ 

(155 identical articles) 


Year 

Canada 

United States 

1900 

100.0 

1 00.0 

1901 

100.8 

99.1 

1902 

101.9 

103.9 

1903 

102.8 

103*3 

1904 

103.6 

102.8 

1905 


104.5 

1906 


110.8 

1907 


117.6 

1908 


IIO.O 

1909 

113*6 

II3.2 

1910 

117.5 

II8.0 

1911 


118.4 

1912 


122.6 

ms 

127.7 

119.6 


1 Cost of Living Report^ vol. ii, p. 168. Unweighted index for 135 identical coinmodities based on 
prices given in the ojBScial price statistics of the two countries. Prices in igoo ~ 100. The commodities 
are well distributed. 
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capital from abroad. There results an increase in bank deposits 
in Canada accompanied by an increase in the cash reserves. The 
increase in deposits will cause a rise in the prices of commodities 
produced for the domestic market, and of services. The prices of 
import commodities will not be appreciably influenced by changes 
in Canadian conditions, since they are governed by conditions 
in the producing countries and perhaps also in the important 
consuming markets, of which Canada, because of its small popu- 
lation, generally is not a part. The relative rise in the prices of 
domestic commodities will not only make imported commodities 
which are different in kind from the domestic commodities more 
attractive to the purchaser, but may lead to a substitution, by 
consumers, of imported commodities for domestic commodities of 
the same kind, thus shifting these commodities from the domestic 
to the import class. A decrease in exports will result also. The 
increase in purchasing power in Canada unaccompanied by an 
immediate increase in production will of itself result in the con- 
sumption in Canada of a greater proportion of the supply of 
domestic commodities. Labor also will be withdrawn from in- 
dustries producing for export, to the development of the enter- 
prises for which the foreign capital was borrowed. The changes 
in sectional price levels will operate as a further check on exports. 
The prices of export commodities, except in the few cases where 
a great proportion of the world^s supply is produced in Canada, 
are mainly determined, proximately by the ruling market” in 
the consuming countries, ultimately by world- wide relations be- 
tween supply and demand. The rise in the prices of domestic 
commodities and services raises the money cost of production of 
the export commodities. Where the producers succeed in raising 
their prices in sympathy with the rise in costs, it will lead to a 
diminution in exports, and even to the cessation of exports and 
the shift of the commodity from the export to the domestic class. 
Where the producers cannot raise their prices, they may after 
an interval of resistance to the price tendencies turn to other 
activities, and the commodity in extreme cases may even shift 
from the export to the import class. 
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Domestic j Import^ and Export Commodity Prices 

Chart VIII presents an inductive verification of the reasoning 
given above. This chart shows that the rise in the prices of 
domestic commodities was most marked, that the prices of im- 
port commodities, which are least subject to the influence of 
domestic conditions, rose least, and that the rise in the prices of 
export commodities, which are subject to both internal and ex- 

CHART VIII 

Inbices of Domestic, Import, and Export, Wholesale Commodity Prices 

1900-1913 

■ Domestic prices — Import prices Export prices 
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ternal influences, was intermediate between the rise in import 
prices and the rise in domestic prices. The differences in degree 
of rise between the three sectional price indices are great enough 
to make of the chart a clear and substantial verification of the 
deductive theory presented above. 

DATA OF CHART VIII 

Indices or Domestic, Import, and Export, Wholesale Commodity Prices ^ 


Year 

Domestic = 

Import 3 

Export * 

1900 

lOO.O 

lOO.O 

100.0 

1901 

Iii-S 

94.8 

101.7 

1902 

118,5 

92 -S 

102.8 

1903 

II9.1 

97.7 

XO3-3 

1904 

119.1 

94.0 

104.0 

1905 

120.9 

98-3 

107.9 

1906 

122.8 

I 07.3 

II 5-3 

1907 

135-6 

II4.2 

124.4 

1908 

133-6 

99-5 

119.9 

1909 

141.0 

102.2 

123.6 

1910 

I 4 S -7 

105.0 

125.7 

1911 

xSi -4 

103.8 

129.0 

1912 

161.8 

113.1 

138.8 

1913 

161.7 

114.1 

133-9 


1 Constructed by the ■writer from price quotations in Dept, of Labour Reports on Wholesale Prices 
and in Cost of Living Report, vol ii, pp. 250 seq. 

s Domestic Commodity Prices: — 23 commodities, as follows: hay; straw; fresh beef; mess pork; 
fresh eggs; milk; salt mackerel; strawberries; beans; potatoes; bread; salt; denims; ticking; 
bituminous coal (Crow’s Nest Pass); matches; common building bricks; putty; common kitchen 
chairs; draught ale; fowls; apples; tomatoes. The sharp rise in the first few years is due chiefly to 
the quotations for salt mackerel and potatoes, both of which increased 75 per cent or over in price 
between 1900 and 1903, and decreased in price thereafter. 

3 Import Commodity Prices: — 30 commodities, as follows: Raw materials: corn; cotton; silk; 
rubber; anthracite coal; American bitmmnous coal; Connellsville coke; tin; lead; spelter; crude 
petroleum; iron, pig; brass; copper. Foodstuffs: bananas; chocolate; coffee, Rio; cream of tartar; 
currants; lemons; molasses; oranges; pepper; prunes; raisins; rice; sugar, granulated; sugar, 
yellow; tapioca; tea. The raw materials group is given twice as much weight as the foodstuffs group 
in making up the total import commodity index. The official import statistics during this period in- 
dicate that the imports of raw materials are approximately twice as much in value as the imports of 
foodstuffs. This crude weighting does not substantially alter the index. 

< Export Commodity Prices: — 41 commodities, as follows: wheat, Manitoba northern. No. i; 
barley, Ontario, No. 2; oats, Canada western, No. 2; hay, No. i; cattle, western butchers; bacon; 
hides, No. 2: ; calfskins; whiskey, Canadian Club; potatoes; ground woodpulp; flaxseed; newsprint; 
bran; binder twine; cheese, western; codfish, dry; canned salmon; canned lobster; apples, fresh; 
flour, Manitoba first; leather, No. 1 special sole; flour, straight rollers; aluminum; nickel; silver, bar; 
copper; coal, bituminous, Nova Scotia; pig iron, Nova Scotia; pig iron, Sunimerlee; spruce deals; 
laths; muskrat; skunk; gold; asbestos; rags; clover; pine lumber, all grades; barley, Canadian 
western, No. 3; wool, Ontario, unwashed; shingles; halibut, fresh. Over 90 per cent of the Canadian 
exports are represented in this index. 
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Export Prices 

The export price index presented in Chart VIII was an un- 
weighted index representing the great bulk of the exports in the 
later part of the period under study. With a view to finding out 
whether a study of export prices would reveal that restrictive in- 
fluence on exports which, according to the deductive theory pre- 
sented above, should result from a rise in domestic commodity 
prices relative to export commodity prices, there are presented 
in Chart IX for comparison with the vnweighted export com- 
modity price index two other indices of export commodity prices 
for the more important of the export commodities, one weighted 
according to the relative importance of the various commodities 
in the export trade at the beginning of the period under study, 
and the other similarly weighted according to the relative impor- 
tance at the end of the period. 

If there was any substantial shifting of commodities from the 
export class to the domestic or the import classes because of the 
relative rise in domestic piices, this should show itself in a more 
pronounced rise in the index weighted according to the relative 
importance of the export commodities at the beginning of the 
period than in the index weighted according to the relative im- 
portance of the commodities at the end of the period. In other 
words, the export trade should be expected to have maintained 
itself only through the substitution, for commodities whose prices 
rose in full sympathy with the rise in the domestic price level, of 
other commodities whose prices, either because of their more 
complete dependence on foreign markets or because of special 
circumstances moderating the rise in their cost of production 
such as the discovery of new low-cost resources, did not keep fuU 
pace with the rise in the domestic price level. 

The evidence presented in the chart offers a clear and sub- 
stantial verification of this reasoning. The index weighted accord- 
ing to the relative importance of the export commodities in 1900 
to 1904 rises to a greater degree than the index weighted accord- 
ing to the relative importance of the commodities in 1913. More- 
over, the divergency of the two curves is especially marked in 
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CHART IX 

Indices of Export Prices, 1900-1913 

Weighted according to importance in 1000-1904 

Weighted according to importance in 1913 

Unweighted 
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1906 and 1907, 1910-1913, years of marked accentuation in the 
rate of inflow of capital into Canada. 

It may be objected that the data presented in Chart IX show 
only one thing, namely: that foreign countries relatively in- 
creased their purchases of those Canadian commodities which 
rose least in price and decreased their purchases of those which 
rose most in price, a result to be expected under any circum- 
stances. If in all countries the prices of export commt)dities are 
governed wholly or even predominantly by internal conditions 
within those countries and especially by costs of production, this 
is a valid criticism. A rise in price, demand remaining the same, 
means a fall in sales. Whatever may be the normal situation, 


DATA OF CHART IX 

Indices of Export Prices ^ 


Year 

Weighted accord- 
ing to importance 
in 1900-19042 

Weighted accord- 
ing to importance 
in 19133 

Unweighted^ 

1900 

lOO.O 

100. 0 

1 00.0 

1901 

101.7 

101.7 

IOI.7 

1902 .... 

102. 1 

97.9 

102.8 

1903 

104 6 

99.2 

103-3 

1904 

103.0 

103.6 

104.0 

1905 

1099 

107.8 

107.9 

1906 

^ 1147 

107. 1 

IIS -3 

1907 

122.2 

II 5-9 

124.4 

1908 

122.2 

118.1 

119.9 

1909 

126.4 

121.7 

123.6 

1910. , . 

129.2 

119.3 

125.7 

1911. . 

126.5 

118.8 

129.0 

1912 

\ 

121.7 

138.8 

1913 

I 3 S -6 

120.2 

133-9 


^ These indices were constructed by the writer, 

2 Weighted accordmg to importance in 1900-1904: — 21 most important commodities of export 
in 1900--1904 selected from list given in note 4 to Chart VIII, and roughly weighted according to 
their relative values in Canadian exports during these years by. (i) dividing them into 3 groups of 
2, 4, and IS commodities, so that each group represents an approximately equal value of exports, and 
(2) constructing an index for each group, and (3) taking an average of the three indices. 

3 Weighted accordmg to importance in 1913: — 22 most important articles of export in 1913, 
roughly weighted according to their relative value in Canadian exports in that year. For general 
method of weighting, see note 2, above. 

^ As in note 4, Chart VIII. 
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however, these are not the conditions governing export prices in 
Canada. 

The Canadian surpluses for export of the commodities that she 
produces are, with the exception only of two or three mineral 
products, but small fractions of the world’s supply of these com- 
modities. Their world prices, therefore, are not influenced appre- 
ciably by Canadian conditions. So long as Canadian producers 
wish to maintain their export thereof, they must passively accept 
the world prices. Those commodities which advance most in price 
in the world markets should become, other things being equal, the 
most profi.table to produce for export, and should consequently 
become a larger instead of a smaller proportion of the total ex- 
ports. But the reverse was true in so far as Canadian prices were 
concerned. It was the commodities whose prices rose least whose 
exportation increased most. This proves conclusively the prop- 
osition made above: the relative rise in prices of the commod- 
ities important in the export trade in the early part of the period 
was due predominantly to Canadian conditions, and was not 
simply a reflection of conditions in the world market. The 
factors incident to great capital borrowings operated to break the 
normal relationship between the trends of prices of export com- 
modities in Canada and in the world markets, and thus tended 
to restrict export trade.^ 

Import Prices 

It has already been shown that the price index for import 
commodities rose least of all as compared with the other sectional 
price levels and with the general price levels. Chart X and Tables 
XLIX and L throw further light on the trend of import com- 
modity prices. 

Chart X presents the price indices for imported foodstuffs and 
for imported raw materials from which the index for aU imported 
commodities in Chart VIII was constructed. Although, as is to 
be expected, they show wider fluctuations in prices than did the 
total import price index, in general their trend is the same and 
they both appear to reflect the same price influences. 

^ See p. 261 seq., infra^ for further discussion of exports and export prices. 
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A considerable part of the Canadian imports consists of manu- 
factured products, especially iron and steel products from the 
United States and textiles from Great Britain. The Canadian 
official price statistics do not permit of the construction of indices 
for such commodities with any degree of assurance that domestic 
commodities are not being included. The United States Depart- 
ment of Labor index for manufactured commodities is included in 
Chart as roughly representative of the trend of prices in such 
imports from the United States. There is unfortunately no 

CHART X 

Indices of Prices of Import Commodities and of all Commodities, 

1900-1913 

Imported foodstuffs United States manufactures 

— Imported raw materials -- All commodities 
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satisfactory British index for manufactured textile products. It 
is to be noted that all the import price indices presented in this 
chart show a less pronounced rise than does the Canadian un- 
weighted index for all commodities, thus further confirming the 
reasoning presented above. 

Table XLIX compares an index of all foodstuffs for which 
Canadian official price statistics are published, with an index for 
imported foodstuffs. The index for all foodstuffs shows a much 
greater rise in price than the index for imported foodstuffs, in- 
dicating once more that the domestic commodity price level rose 
more than did the import commodity price level. Table L, 
which makes a similar comparison, but only for the years from 
1907 to 1913, of the price trend of all raw materials in Canada 
with the price trend of imported raw materials, shows that there 
was a greater rise in domestic commodity prices than in import 
commodity prices. 

DATA OF CHART X 


Indices of Prices of Import Commodities and of all Commodities 


Year 

Imported 
foodstuffs ^ 

Imported raw 
materials ^ 

United States 
manufactures ^ 

All commod- 
ities * 

1900 

1 00.0 

100.0 

lOO.O 

1 00.0 

1901 

100.9 

91.7 

96.3 

98.8 

1902 

92.6 

925 

I 0 I .2 

100.7 

1903 

92.2 

100.4 

IOI .2 

102. 1 

1904 

92.2 

94-9 

I 0 I .2 

102.0 

190S 

95-4 

99.8 

104.7 

105. 1 

1906 

99.2 

111.3 

107.0 

110,9 

1907 

105.7 

118.S 

II4.O 

II6.6 

1908 

101.6 

984 

IO8.I 

III.6 

1909 

98.6 

104.0 

115.1 

112.0 

1910 

101.6 

106.7 

I18.6 

114.7 

1911 

111.4 

100.0 

II4.O 

116.8 

1912 

116.2 

iii.S 

118.6 

124.2 

ms 

112.0 

1 

1 

115.1 

II7.4 

124.8 


1 Constructed by the "writer. Imported Foodstuffs: — 16 commodities. (Listed in note 3 to Chart 
VIII) 

2 Constructed by the writer. Imported Raw Materials: — 14 commodities. (Listed in note 3 to 
Chart VIII.) 

3 United States Manufactured Commodities: — U. S. Dept, of Labor, Bureau of Labor Statistics, 
weighted. Converted to 1900 base from 1914 base by writer. {Bulletin No. 181, p. 25.) The method 
of construction of this chart permits shifting of base without error. 

< All Commodities, imweighted: — see note i to Chart IV, 
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TABLE XLIX 

Indices of Wholesale Prices of all Foodstuffs and Imported 
Foodstuffs 


Year 

All foodstuffs 1 

Imported foodstuffs 

1900 

100 0 

lOO.O 

1901 

106 9 

100.9 

1902 . . ... 

107-5 

92.6 

1903 

106.3 

92.2 

1904 

107.8 

02.2 

1905 

IIO.4 

9 S -4 

1906 . . . 

IIS -3 

99.2 

1907 

125.7 

105.7 

1908 

. 125.2 

IOI.6 

1909 

130.8 

98.6 

1910 

13s 2 

101.6 

1911 

134.6 

111.4 

1912. 

. . . 149-3 

116.2 

1913 

. . . 145.2 

112.0 


TABLE L 

Indices of Wholesale Prices of all Raw Materials and Imported 


Raw Materials 

Year All raw materials s Imported raw materials * 

1900 . lOO.O 

1901 95-8 

1902 94.S 

1903 102.5 

1904 .... 97.7 

1905. . . 102. 1 

1906.. 113.3 

1907 117.0 117.0 

1908 ... 97 3 

1909 .. .... 103.0 

1910 104.0 

1911 122.7 98.1 

1912.. 129.5 III 9 

19^3 127.1 113.4 


1 All Foodstuffs: — 100 commodities. Constructed by the writer from Dept, of Labour indices for 
S groups of foodstuffs by averaging the indices of the groups and then reconverting from 1890-1899 
to 1900 base. That the statistical error arising from both (i) the weighting resulting from the use of 
group averages and (2) the conversion to a different base is not important is evidenced by the fact that 
an unweighted index constructed by Coats from quotations for the same 100 articles with 1897 as a 
base shows an increase in the 1913 index over the 1909 index of 9 3% as compared with 11.0% in the 
present index. (jCost of Living Report, vol. ii, p. 30.) 

8 Imported Foodstuffs: — see note i to Chart X. 

8 All Raw Materials: — 89 commodities. 1907 = 117.0. Converted by writer from Coats’s Index 
based on average prices 1890-1899. Indices not available for years not given. (Ibid , p. 31.) 

‘Imported Raw Materials: — see note 2 to Chart X. 
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Domestic Commodity Prices 

There remains for special consideration, of the sectional com- 
modity price levels, only the prices of domestic commodities, 
namely those which do not enter in significant amounts into 
either export or import trade. The domestic commodity price 
index presented in Chart VIII showed a much greater rise than 
the othef commodity price indices, and the greater rise of do- 
mestic prices was reflected also by subsequent charts already 
discussed above. The price quotations available for use in the 
construction of the domestic commodity price index were un- 
fortunately few in number and restricted in the range of com- 
modities represented. Commodities which would be domestic 
commodities in most countries are in many cases export or 
import commodities or both in Canada, because the transpor- 
tation costs to a market in the United States from a producing 
region in Canada or vice versa are often less than the transporta- 
tion costs between Canadian producing region and Canadian 
market. In the absence of tariff restrictions, and to some extent 
in spite of these restrictions, there are phases of the Canadian 
commerce with the United States which exhibit more fully the 
characteristics of domestic trade than does the trade between 
different sections of Canada. Differences between Canada and 
the United States in fashion, habit, industrial methods, are not 
sufiBicient to result in national differentiation and localization 
of commodities. In many cases even highly perishable com- 
modities such as fresh milk, fresh eggs, strawberries, cross the 
national boundary in substantial quantities. Three of the prop- 
erties of domestic commodities, bulkiness, perishability, and 
adaptation to local modes and fashions,^ are often not sufl&cient 

^ Cf. Professor Taussig: ‘‘What will be the range of prices for those commodi- 
ties which do not enter into the sphere of international trade — those which are not 
exported or imported, but are bought and sold solely within the country? The 
quantity of such commodities is very great, and in all countries probably much 
exceeds that of commodities having a world range of prices. Many things are too 
bulky to be transported over any considerable distance — as stone, bricks, timber. 
Many are perishable, as milk, butter, eggs, fruits, vegetables. No doubt modem 
improvements in the transportation of bulky goods and in the preservation of 
those that are perishable tend to enlarge the sphere of foreign trade. But such 
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to prevent trade between the United States and Canada in com- 
modities having such characteristics. It is probable that in 
Canada those commodities come nearest to being domestic in 
character, in the sense of the term used here, which are pro- 
duced in Canada under the shelter of higher tariff protection than 
they need, even though these commodities are typically neither 
perishable nor especially bxilky. The domestic commodity price 
index presented above must be supported, therefore, by further 
evidence before it can be accepted as a reliable index of the trend 
of that part of the Canadian price level which was not directly 
subject to the influence of foreign prices. 

The prices of individual commodities cannot by themselves be 
accepted as important evidence of general price trends, because 
they may have been subject to particular factors more powerful 
for the commodities in question than the general forces operating 
on the general price levels. Nevertheless, the following details are 
presented for what they are worth as additions to the accumula- 
tion of evidence. 

Bricks are one of the commodities listed by Professor Taussig 
in the class of domestic commodities, and common building- 
bricks are represented in the domestic commodity price index 
given in Chart VIII. The price index for bricks first found showed 
a very moderate rise from 1900 to 1913. Further examination 
showed that it was constructed from the price-quotations for 

things are still sold mainly in their own region and at the prices of their own region. 

. . . Some of the articles used in building houses — boards and laths, doors and 
windows, locks and hinges — may indeed be sent to distant regions. But even 
these are much affected by the customs and fashions of the several countries, and 
are usually made and sold on the spot or near it. K multitude of articles which 
might conceivably be brought from foreign countries are in fact made chiefly at 
home, because of the persistent sway of habit and tradition. Such are clothing 
and boots, tools and machines, wagons and harness. The reader^s imagination will 
easily enlarge the list. The prices of all these things are determined under domestic 
conditions. They do not enter into international trade, and have no world level 
of prices.” {Free Trade^ ike Tariff, and Reciprocity, pp. 73, 74.) 

Unfortunately for the ease of this study, the situation is not nearly so simple in 
so far as Canada is concerned. For Canada, the reader’s imagination must be 
directed to reducing instead of enlarging the list given by Professor Taussig. The 
Canadian boundary line represents little obstruction to trade other than that aris- 
ing from import duties, and little difference in habits and fashions. 
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both building'bricks, a domestic commodity, and fire-bricks, less 
bulky in proportion to their value and largely imported. From 
1900 to 1913, common building-bricks advanced 57 per cent in 
price, fire-bricks /eZ/ 9 per cent in price. 

There are no official price quotations for sand and gravel, which 
are probably the cheapest articles of commerce in proportion to 
their bulk. They must, therefore, be primarily domestic com- 
modities. If they are exported from Canada, it can only be a 
frontier trade which reflects local and not national price condi- 
tions. The Canadian export statistics for quantities and values 
indicate a rise, from 1905 to 1913, in the price per ton from 48.5 
cents to 71 cents, or 46 per cent. 

Table LI presents a comparison of the index for domestic com- 
modities in Canada, as presented in Chart VIII, with an index 
constructed from price quotations in the United States for the 
identical or closely similar articles. 


TABLE LI 

Indices of Canadian and American Prices of Canadian Domestic 

Year 

Commodities 

Canada 1 

United States * 

1900 

lOO.O 

1 00.0 

1901 ... 

III.S 

loi.s 

1902. . . . . . 

• • 118.S 

106.0 

1903 

119.1 

105.8 

1904 .... 

119-1 

108.5 

190S . 

120.9 

102.7 

1906 . 

122.8 

109.5 

1907 

135-6 

112.1 

1908 

133-6 

IIO.I 

1909 


115.8 

1910 . . . 

145*7 

118.1 

1911 

151*4 

122.3 

1912 

161.8 

130*5 

1913 

161.7 

123.0 


1 See note 2 to Chart VIII. 

2 Constructed by the writer from price quotations for the U. S. in Cost of Lhing Report, vo!. ii, 
pp. 250 seq. Commodities included same as in Canadian index, but with the following omissions be- 
cause of lack of quotations: straw, strawberries, draught ale, fowls, apples, tomatoes. Of these six 
commodities in the Canadian index, the rise in price from 1900 to 1913 was greater than the average 
rise for other domestic commodities for straw, fowls, and tomatoes, equal to the average rise for apples, 
less than the average rise for strawberries, while draught ale fell absolutely in price from 1900 to 1913. 
No appreciable change in the Canadian index would result from the omission therefrom of these 
commodities. 
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The divergence between the two indices in the above table is 
much more marked than in any of the previous comparisons of 
Canadian and American prices.^ The great relative rise in do- 
mestic prices in Canada cannot be attributed, therefore, to world 
influences affecting particularly the class of commodities in- 
cluded in the domestic price index. 

Prices of Services 

Since in Canada almost any commodity which is movable may 
enter into foreign trade, the prices of services, which have no 
greater mobility than that of the persons rendering them, are 
especially important evidence as to the trend of domestic prices. 
In Chart XI, indices reflecting the trend of prices of four impor- 
tant classes of services, hospital services, house rents, business 
rents, and wages, are compared with the general commodity price 
index. The index for the average cost per hospital patient per 
day reflects a whole range of prices of commodities and services 
belonging to the domestic class which are not adequately repre- 
sented in any commodity price indices.^ House and business 
rents are not only important per se,^ but they reflect the trend of 
prices of immovables, land and buildings, important commodi- 
ties, wholly domestic^’ in character, which do not enter into 
the ordinary commodity price index. The trend of rates of wages 
should reflect all of the price factors which are domestic in 
character, and especially retail prices, a separate analysis of 
which was not feasible because of the absence of comprehensive 
data. 

^ See supra, pp. 223 seq. 

^ “An obvious purpose of such an inquiry into costs of hospital services is to 
measure fluctuations in the prices of yet another 'necessary/ namely, skilled care 
during severe illness. A second object was to throw a sidelight on the field of per- 
sonal and household expenditures, through an examination of the maintenance costs 
of public institutions. In the absence of family budgets, such costs offer perhaps 
the best evidence of how the advancing prices of the past few years have worked 
out in a practical way.” (Cosl of Living Report, vol. ii, p. 342.) 

^ “House-room and shelter, a most important article of consumption and pur- 
chase, cannot be transported at all, and so may vary widely in price in different 
countries.” (F. W. Taussig, Free Trade, the Tariff, arid Reciprocity, pp. 73, 74.) 



CANADA^S BALANCE OF TRADE 


242 


CHART XI 

IisnoiCES 01 Services and of all Commodities 
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All of the services indices exhibited in Chart XI rise to a much 
greater degree than does the general commodity price index, and 
a fortiori than does the import commodity price index, thus con- 
firming the deductive reasoning presented above and confirming 
also the reliability of the domestic commodity price index in 
Chart VIII as a measure of the trend of domestic prices. 

DATA OF CHART XI 

Indices or Services and of all Commodities 


Year 

All com- 
modities 1 

Hospital 
services 2 

House 
rents ^ 

Business 

rents* 

Weekly 
wages ® 

1900 

lOO.O 

lOO.O 

lOO.O 

lOO.O 

lOO.O 

1901 

98.8 

99-5 



101.6 

1902 

100.7 

103.2 



103.8 

1903 

102. 1 

103.6 



106.S 

1904 

102.0 

107-5 



109.3 

1905 

105.1 

120.8 

I19.0 

129.4 

113.1 

1906 

110.9 

118.4 



116.5 

1907 

116.6 

122.6 



122.6 

1908 

III. 6 

129.9 



124.8 

1909 

112.0 

129.5 

I 3 S -4 


129.0 

1910 

114.7 

133-3 

140.7 


134.0 

1911 

116.8 

135-8 

143*2 


137-9 

1912 

124.2 

137-8 

153-7 


145-0 

19:^3 

124.8 

144-7 

162.0 

234.5 

148.9 


1 All Commodities, unweighted: — see note i to Chart IV. 

2 Hospital Services: — average cost per patient daily. Index constructed by Coats (jCosi of Living 
Report^ vol. ii, pp. 342 seq.) based on returns from 131 hospitals. 

8 House Rents: — typical six-roomed dwelling in workingmen’s quarter, with sanitary con- 
veniences. Index constructed by Coats (ibid , p. 379), based on original statistics from correspond- 
ents of the Canada Labor Gazette throughout Canada. A similar index based on original statistics 
collected from real estate agents shows an even more pronounced rise (ibid.). A weighted index 
based on the same data also shows a greater rise (ibid , p. 377). 

Business Rents: — average of three indices for (a) typical store in first-class business section; 
(h) typical store in second-class business section; (c) typical down-town office. Three indices con- 
structed by Coats (Cost of Living Report^ vol. ii, p. 378) and averaged by writer. Weighted indices 
based on the same data show much greater increases (ibid., p. 376). 

® Weekly Wages: — constructed “on a weekly basis so as to make allowance for current change 
in hours and thus to reflect net earning capacity.” (Ibid., p. 427.) As there was a steady downward 
trend during this period in the length of the working day (ibid., p. 431), this index minimizes the ex- 
tent of the increase in rates of wages per hour. It is an index not of actual earnings but of weekly 
fades of wages. It is based “on a series of over 1000 continuous and reliable records hack to igoo, picked 
over the available field with the sole purpose of rendering the final result as representative as possible” 
(ibid., p. 431). The index is weighted according to the relative importance of the occupations for 
which wage quotations were used. (See p. 248, infra.) 
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In Chart XII, on the other hand, are presented five indices 
for the prices of as many important classes of services; these 
indices not only show in every case a relative decline as compared 
to the general commodity price index, but they show in every case 
but one, the index for passenger fares, an absolute decline. The 
rise shown by the index for passenger rates is much more moder- 
ate than the rise in the general commodity price index. The 

f 

CHART XII 

Public Utility Charges, 1900-1913 

Water service - •” Illuminating gas — - — Passenger rates 

Electric light Freight rates 
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failure of the prices of these services to move in sympathy with 
the general upward trend of prices is due to the special circum- 
stances governing both the costs of rendering the services and the 
determination of their prices. All of these indices are for serv- 
ices which are rendered either by municipal plants, or by public 
utilities whose charges are regulated by their franchises, by 
statute, or by public commissions. Improvements in methods 
of production and operation and the increase in population have 
lowered the cost per unit of service in many cases. In some cases 
the services have been sold with little regard to their cost. These 


DATA OF CHART XII 

Public Utility Charges 


Year 

Water 
service 1 

Electric 
light 2 

Illuminating 
gas ^ 

Passenger 
rates ^ 

Freight 
rates ® 

1900 

100.0 

100.0 

100.0 

100.0 

100.0 

1901 

100.0 

98-5 

100.0 

90.7 

94.9 

1902 

99*3 

97.4 

100.0 

89.6 

93*7 

1903 

98.6 

97*5 

100.0 

94.8 

97.5 

*1904 

97.2 

97.2 

99.0 

95*3 

96.2 

1905 

97.1 

95*9 

94.0 

95*3 

93.7 

1906 

96.5 

93*9 

84.0 

94.8 

97.5 

1907 

97.7 

92.1 

85.0 

97*9 

94.9 

1908 

96.9 

90.5 

84.0 

974 

96.2 

1909 

98.4 

88.6 

82.0 

94.8 

97.5 

1910 

q 

00 

0 

83.5 

81.0 

100.0 

102.5 

1911 

96.7 

80.2 

77-0 

101.6 

1 97.5 

1912 

96.2 

77.1 

78.0 

103.1 

97*5 

1913 

95-6 

70.7 

77.0 

106.2 

94.9 


1 Coats’s Index: — Cost of Living Report ^ vol. ii, pp. 307 seq. 

2 lUd., pp. 317 seq. 

2 JUd., pp. 327 seq. 

* Canadian Pacific Railway, Annual Reports- C P. R. average gross earnings per passenger per 
mile, fiscal years beginning July i. The official railway statistics for all railways in Canada, available 
since 1907, show an increase in average earnings per passenger per mile from 1907 to 1913 of 3.2 per 
cent, as compared with 12 per cent according to the C. P. R. data for the same period. (Canada: 
Dept, of Railways and Canals, Railway Statistics, I907“i9i3.) 

5 Canadian Pacific Railway, Annual Reports: C. P. R. average gross earnings per ton mile, fiscal 
years beginning July 1. Coats from a study of the freight tariffs of 1900-1904 and 1914 found a de- 
crease in rates of from s to 6 per cent from 1900 to 1914. (Cost of Living Report, vol ii, p. 337.) 
The official railway statistics for all railways in Canada available since 1907 show a decrease in average 
earnings per ton mile from 1907 to 1913 of 8.2 per cent, as compared with no change according to the 
C. P. R. data for the same years. (Canada: Dept, of Railways and Canals, Railway Statistics, 

1907-1913*) 
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CHART XIII 

Indices of Weekly Wages in Canada, Gkeat Britain, and the 
United States, 1900-19 13 

Canada, weighted Great Britain 

— Canada, unweighted United States 
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indices do not, therefore, discredit the results of the preceding 
price-studies. They reflect special conditions which have made 
the prices of certain kinds of services, if not always their costs, 
move in a counter direction to the general trend. 

The trend of wages, if allowance be made for the probability 
that wages will show considerable inflexibility during periods of 
fluctuation in general price levels, offers perhaps the best single 
index of the trend of domestic prices in general. 

The course of domestic price levels in different countries can 
be indirectly compared, therefore, by comparing the trends of 
wage levels. In Chart XIII a comparison is presented of wage 
indices for Canada, Great Britain, and the United States. These 
indices are not similar enough in their methods of construction to 
be altogether comparable, but there is no apparent reason for 

DATA OF CHART XIII 

Indices op Weekly Wages in Canada, Great Britain, and the 
United States 


Year 

j Canada 

Great Britain 2 

United States ® 

Weighted 1 

Unweighted 1 

1900 

icx>.o 

lOO.O 

lOO.O 

lOO.O 

1901 

IOI.6 

102.0 

99.1 

101.7 

1902 

103.8 

104.3 

97.8 

105.7 

X903 

106.5 

106. 1 

97.2 

108.2 

1904 

109.3 

108.8 

96.7 

108.1 

X905 

113.1 

III. 6 

97.0 

III. 2 

1906 

116.5 

1 14.5 

98.4 

114.2 

X907 

122.6 

119.2 

101.8 

119.2 

1908 

124.8 

121.1 

101.2 

117.6 

1909 

129.0 

125-4 

100.0 

118.8 

1910 

134.0 

129.7 

100.3 

121.8 

1911 

X37.9 

I 33 -X 

100.5 

123.3 

1912 

145.0 

139-3 

103.0 

127.5 

X913 

148.9 

142.9 




1 Weekly Wages in Canada: — see note s to Chart XI, and p. 248, injra. 

® Weekly Wages in Great Britain: — Great Britain: Labour Dept!, Board of Trade, unweighted, 
{Cost of Lining Report, vol. ii, p. 558.) 

® Weekly Wages in United States: — I. M. Rubinow’s index computed from statistics coUectecJ 
and published by United States, Dept, of Labor, Biureau of Labor Statistics. (Ibid., p. 565 .) 
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doubting that they reflect closely enough for the present purpose 
the actual course of wages and of domestic prices in general in 
the three countries. For Canada a weighted and an unweighted 
index, both constructed by Coats, are presented. The weighting 
was crudely done, but the great differences in the relative im- 
portance of the occupational groups for which wage quotations 
were used in constructing the index make it the preferable one 
to use even for comparison with the unweighted indices for wages 
in Great Britain and the United States.^ 

The chart shows a much more pronounced rise in wages in 
Canada than in Great Britain. Wages in Canada and in the 
United States ran closely together until 1907, after which they 
increased to a much greater degree in Canada than in the United 
States. It will be remembered that the great flow of capital into 
Canada began in 1907. This chart supplies further confirmation, 
therefore, of the explanation offered in this and the preceding 
chapter, of the operation of variations in price levels in the adjust- 
ment of the Canadian trade balance to borrowings from abroad. 

Coats’s Explanation oe the Relative Rise in 
Canadian Prices 

Mr. R. H. Coats, the Dominion Statistician, has offered an 
explanation of the relatively greater rise in Canadian than in 
world prices, which differs from and is somewhat inimical to that 
offered here.^ He claims that an investigation of price trends in 
different countries shows that the rise from 1900 to 1913 was 
greatest in those countries in which industrial expansion was 
taking place at the most rapid rate, and especially in those coun- 
tries in which this expansion took the form of the increase of 
primary plant and equipment, such as (i) the opening-up of new 
territory to settlement, with its attendant railway construction, 

^ Coats weighted his index on the basis of census returns of wage-earners by 
occupations. The necessity for weighting is indicated by the fact that the weights 
used ranged from 20 for agricultural workers and 20 for domestic servants to | 
for municipal employees and | for brewery and distillery workers. {Cost of Living 
Report, vol. ii, p. 431.) 

® Cost of Living Report: Synopsis of Exhibit by the Statistical Branch, Department 
of Labour, pp. 15 seq. 
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road-making and town building, and (2) “industrialization,’’ or 
the process of transformation of an “ agrarstaat ” into an^^in- 
dustriestaat.” He explains the greater rise in prices in these 
countries by the fact that a period of considerable duration 
elapses before expansion of this sort results in increased pro- 
duction. During this interval the supply of commodities and 
of labor does not keep pace with the demand, and prices there- 
fore rise. 

If expansion of this sort in a^iven country was financed from 
domestic savings, it would simply mean, however, that those 
having purchasing power were voluntarily shifting their demand 
from consumers’ goods to producers’ goods and from labor en- 
gaged in producing consumers’ goods to labor engaged in indus- 
trial development. What might be expected to happen would 
be that producers’ goods would rise and consumers’ goods would 
fall in price. The general price level should not be afifected by 
this change in the character of the demand. On the other hand, 
if the expansion was financed by borrowings from abroad, there 
would still be available the normal supply of consumers’ goods, 
the extra supply of goods and labor necessary for the industrial 
development being provided directly or indirectly by the lending 
country. In so far as the industrial expansion per se was con- 
cerned, there would again be no obvious reason why prices should 
rise more rapidly in this than in other countries, and there would 
even be some reason for expecting a relative fall in prices. 

It unquestionably was true that in general the countries in 
which industrial expansion was taking place at the most rapid 
rate were also the countries in which prices were rising at the most 
rapid rate. But these were also the countries which were bor- 
rowing capital from abroad in the greatest volume, notably 
Canada, the Argentine, Australia, New Zealand, Japan, the 
United States. It is not proved, therefore, that it was the in- 
dustrial expansion per se rather than the borrowings from abroad 
which made prices rise more in these countries than in the older 
European countries. Capital borrowings and industrial expan- 
sion are not unconnected. Capital is usually borrowed for pur- 
poses of industrial expansion. There is no reason to suppose that 
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prices would have been less buoyant in the borrowing countries 
if the loans made to them had been ‘^spendthrift loans.” 

Coats supports his theory with further evidence. He argues that 
the process of industrialization involves, at least during its earlier 
stages, the diversion of labor from the production of food to the 
production of plant and equipment. He then claims, on the 
basis of price statistics: that the rise in the prices of materials 
has been much the same the world over; that the rise in the 
prices of foods has shown much greater divergence in different 
countries; and that the relative rise in prices in the countries 
with the most buoyant prices has been essentially a rise in food 
prices. Since the countries with the most buoyant prices were 
also the countries in which industrialization was proceeding at 
the most rapid rate, he again claims to demonstrate the existence 
of a causal relationship between industrialization and relative 
rises in price levels. 

The greater rise in the prices of foods than in the prices of ma- 
terials in the capitahborrowing countries can be adequately ex- 
plained, however, in accordance with the theory presented here, 
and without reference to industrialization. As Coats himself 
points out: “Materials are obtained as a rule over wider areas 
than foods; they lend themselves more readily to transportation, 
and their prices tend to move together as between country and 
country to an extent that is not true of foods, many of which are 
necessarily drawn from nearby sources.” ^ 

In the language of this study, materials are typically interna- 
tional commodities, foods are typically domestic commodities. 
The trend of prices of materials should not differ greatly from 
country to country. In capital-borrowing countries the prices 
of foods should rise more rapidly than the prices of materials. If 
some factor not directly connected with capital borrowings was 
operating in any case to make the prices of foods rise throughout 
the world relatively to materials, the relative rise in foods should 
be further accentuated in capital-borrowing countries. On the 
other hand, in capital-lending countries, if no other important 
factor were operating, foods should not rise as rapidly as mate- 

^ Cost of Living Report: Synopsis of Exhibit by the Statistical Branchy Department 
of Labour j pp. 20, 21. 
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CHART XIV 

Capital Borrowings and Divergency between Domestic and Import 
Price Levels, 1900-1913 


Ratio of domestic to import price level 

Capital borrowings, indirect estimate 
— — — Capital borrowings, direct estimate 
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rials; if industrialization was causing a world-wide rise in foods 
relative to materials, this factor should be wholly or partly off- 
set by the counter-influence on the prices of domestic commod- 
ities of the export of capital. 

The statistical evidence which Coats himself presents con- 
firms the present reasoning more closely than his own. In Canada, 
a capital-borrowing country, the increase in prices from 1900 to 
1913 waff 39 per cent for foods, 21 per cent for materials.^ In 
Great Britain, a capital-lending country, the increase in prices 
from 1900 to 1913 was 12 per cent for foods, 14 per cent for mate- 
rials.^ In the United States, which was borrowing capital from 
abroad but in relatively much smaller volume than Canada, the 
^ Cost of Living Report: Synopsis of Exhibit^ p. 21. ^ p. 22. 


DATA OF CHART XIV 

Capital Borrowings and Divergency between Domestic and 
Import Price Levels 


Year 

Ratio of domestic 
to import price 
level 1 

Capital borrowings 

Indirect estimate 2 

Direct estimate * 


Per cent 

Millions of dollars 

Millions of dollars 

1900 

lOO.O 

34 

32 

1901 

110.2 

50 

37 

1902 

117.4 

31 

42 

1903 

112.9 

52 

55 

1904 

119.4 

112 

62 

1905 

118.5 

99 

112 

1906 

IIO.I 

99 1 

105 

1907 

109.7 

161 j 

95 

1908*. 

127.6 

224 

222 

1909 

128.3 

193 

253 

1910 

129.0 ! 

225 

313 

1911 

133-9 

358 

348 

1912 

129,4 j 

43 S 

321 

19x3 

131-9 1 

433 

547 


1 Ratio of Domestic to Import Price Level: — domestic price level index constructed from indices 
for domestic prices used in this chapter with following weights: domestic commodity prices, 4; wages, 
3; hospital services, 2; public utility services, 1; house rents, 2. Import price level as in Chart VIII. 
A series of link relatives was then computed in which the import price index for each year was made the 
base for that year, and the domestic price index the variable relative. 

2 Capital Borrowings, indirect estimate: — Table XXVIII, p. loi, supra. 

3 Capital Borrowings, direct esthnate: — Table XLIV, p. 139, supra. 
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increase in prices from 1900 to 1913 was 34 per cent for foods, 17 
per cent for materials/ the rise in each case being intermediate 
between the rises occurring in Great Britain and Canada respec- 
tively. A relative rise in the prices of foods, typically domestic 
commodities, in Canada and the United States, capital-borrowing 
countries, contrasted with a relative fall in the prices of foods in 
Great Britain, a capital-lending country. 

Summary 

As a final inductive test of the reasoning presented in this and 
the preceding chapter, total indices of the course of domestic 
prices were computed from the partial indices already presented in 
this chapter, and the divergencies of the domestic from the import 
prices were measured by the use of link relatives. The results are 
presented in Chart XIV. 

The stimulus to an excess of imports over exports resulting 
from variations in price levels should be roughly measurable by 
the divergency between the domestic and import price levels. 
With some qualification to be made for the progressive effect 
on trade for some time, of a given divergence in price levels, and 
also for the greater absolute effect on trade of a given divergency 
in prices when the volume of trade in general has increased, the 
divergency between domestic and import price levels should in- 
crease with every increase, and decrease with every decrease, in 
the rate of borrowings.^ 

If allowance is made for probable error in the estimates of the 
volume of capital borrowings and for the incompletely repre- 
sentative character of the price indices available, Chart XIV 
adequately substantiates the reasoning presented here. As the 
rate of borrowings increased, the divergency between domestic 
and import price levels widened. For the first four years, marked 
variations in the prices of the particular commodities entering 
into the indices, and a rate of borrowing too small to exert a dis- 
tinguishable influence on the trend of prices, make inductive 
inference of questionable value. Marked relative increases in 

^ Cosi of Living Report: Synopsis of Exhibit^ p. 23. ^ See p. 213, supra. 
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the rate of borrowing as compared to preceding years occurred in 
the years 1904, 1907, 1908, and 1911, according to the indirect 
estimates. In each of these years except 1907 there was a sub- 
stantial widening of the divergency between domestic and import 
prices. According to the direct estimates, the rate of borrowings 
decreased in 1907, and the greatest relative increase in borrow- 
ings occurred in 1908, when there was also the greatest relative 
increase m the divergency between domestic and import prices. 
In 1912 and 1913, borrowings at the peak were accompanied by 
a divergency in prices very near, but not quite at, the peak, pos- 
sibly because of the progressive effect of the divergency which 
made its appearance in the preceding years. Excluding the first 
four years, there was not a single case in which a substantial 
widening of the divergency in prices was not contemporaneous 
with a substantial increase in the rate of borrowings. In general, 
however, the curve of divergencies in price levels shows a closer 
correlation with the direct than with the indirect estimates of 
capital borrowings. 

In so far as the inductive method permits of definitive results, 
it has been shown in this chapter that the increasing flow of capi- 
tal into Canada was accompanied by a relatively increasing 
price level in Canada as compared with other countries; the rise 
was most pronounced in the prices of domestic commodities and 
services, least pronounced in the prices of import commodities, 
intermediate between these two in the prices of export commod- 
ities, thus operating to stimulate imports and to check exports, 
and so to adjust the Canadian commodity balance of trade to the 
capital borrowings. These results have been shown to be con- 
sistent with the classical theory, and even to be demanded by 
the classical theory, if it is completed so as to take into considera- 
tion sectional as well as general price levels. The inductive re- 
sults of this chapter confirm the general proposition which has 
been laid down on deductive grounds, that the adjustment of the 
balance of trade to a newly introduced or increased disturbing 
factor is brought about through the influence of diverging price 
levels on the quantitative ratio of exports to imports. 
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It may be noted parenthetically here that this proposition has 
bearing not only on the theory of international trade but on the 
problem of how a new influence on prices arising in one country, 
such as the discovery of a gold mine, spreads its effects throughout 
the world. The connecting link between the price levels of various 
countries is to be found in the essential uniformity throughout 
the commercial world, and within the limits of transportation 
costs and tariff duties, in the prices of “international commodi- 
ties.” The “domestic commodity” and the service price levels 
of the individual countries can be influenced by foreign forces 
only through their relationship, within the national boundaries, 
to the prices of the “international commodities.” 



CHAPTER XI 


THE COMMODITY BALANCE OF TRADE AND THE 
ADJUSTMENT OF THE BALANCE OF 
INDEBTEDNESS 

The Commodity Balance oe Trade 

The commodity balance of trade is by far the most important 
single factor in the final adjustment of international balances 
of indebtedness to more or less permanent disturbing factors. 
Gold imports and exports, as items in the commodity balance of 
trade, are a preliminary phase in the adjustment of balances. 
They exert their main influence, not through the effect on the 
balance of payments of their own values as debits and credits, 
but by their influence on price levels and through them on the 
remaining items in the commodity balance of trade. 

Prices exert little direct influence on the volume of interna- 
tional transactions in services. Tourists’ expenditures and in- 
surance transactions will not be appreciably affected by changes 
in either direction in rates and prices. The amount of freight 
charges payable abroad or receivable from abroad by a given 
country is directly dependent on the volume of its foreign trade, 
on the proportions in which this trade is handled by foreign and 
domestic transportation companies, and on the amount of carry- 
ing business done for other countries, as well as on freight rates. 
A disturbing factor to a country’s international balance of in- 
debtedness, such as continued borrowings from abroad, will 
affect its balance of freight payments mainly through its influence 
through prices on the volume of commodity imports and exports, 
although it may conceivably affect the extent to which that 
country’s capital and labor is engaged in the carrying trade. 
Interest payments are dependent simply on the amounts of capital 
borrowings, the rates of interest originally agreed upon, and the 
extent to which the debtors fulfill their contractual obligations. 

2s6 
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Non-commercial transactions, such as immigrants’ remittances, 
gifts, and the movements in and out of a country of migrants’ 
personal effects, because they are non-commercial in character, 
are wholly free from direct influence of capital borrowings or 
changes in price levels, and in the main are not appreciably 
affected by them even indirectly. A possible exception is in the 
case of capital brought in by immigrants, for an increase in 
capital borrowings abroad tends to create in the borrowing 
country a situation favorable to labor, and thus stimulates 
immigration. 

It follows that when a disturbing factor of substantial pro- 
portions and long-continued duration, such as the Canadian 
borrowings abroad during the period under study, breaks the 
even balance of debit and credit international obligations, an 
even balance of payments is reestablished, and is maintained in 
spite of the debit balance of indebtedness, mainly through com- 
pensatory variations in the commodity balance of trade exclusive 
of gold.^ Gold movements and transfers of securities and bank 
deposits are significant factors in the definitive adjustments of the 
balance only for casual and temporary disturbances in the balance 
of payments. Transfers of securities and bank deposits cannot 
be significant factors in the adjustment of the balance of pay- 
ments to a continued debit or credit balance of indebtedness 
since they are themselves merely representative of some of the 
items in the balance of indebtedness to which adjustment must 
be made. 

Chart XV presents a comparison of the variations in the total 
Canadian balance of international indebtedness with the varia- 

1 Cf. A. C. Whitaker, “The Ricardian Theory of Gold Movements,” Quarterly 
Journal of Economics, voL xviii (February, 1904), p. 231 : “The investment of capi- 
tal abroad, the travel of tourists, and all the other factors outside of the balance 
of trade itself are the comparatively independent variables, the balance of trade in 
goods is the compensatory variable in the balance sheet of total indebtedness.” 
Where the carriage of a country's foreign trade is largely in foreign hands, the 
balance of freight pa3nnents will be a variable closely dependent on the volume of 
its commodity imports and therefore will also exert a compensatory influence on 
the total balance of payments. But if the imports are valued c. i. f., as, e,g,, in 
Great Britain, the freight charges payable on account of imports will already be 
accounted for in the debit side of the commodity balance of trade. 
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CHART XV 

Tm Canadian Total Balance oe International Indebtedness and the 
Partial Balances, 1900-1913 

Debit commodity balance of trade, gold coin excluded 

Debit balance of gold coin imports and exports 
— . — Debit balance of service transactions 
— , . — Debit balance of non-commercial transactions 
Total debit balance of international indebtedness 
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tions in the partial balances. In confirmation of the reasoning 
presented above, the commodity balance of trade shows the 
greatest degree of correlation of the partial balances with the 
total balance of indebtedness.^ The balance of service transac- 
tions also shows a substantial correlation. In large part this is 
due to the fact that the balance of payments on account of freight 
charges is dependent upon the volume of imports and exports. 
In part it is due to the fact that the growth in the debi-t balance 

^ The coefficients of correlation of the partial balances with the total balance 
(Karl Pearson’s formula) are as follows: 

Commodity balance of trade, excluding gold coin: r — 4 - .98 ±: .007. 

Gold coin balance: r = -f .41 ± .150. 

Balance of service transactions: r = -{- .96 = 1 = .014. 

Balance of non-commercial transactions: r = -j- .79 ± .068. 

The numbers of pairs are so few that the probable errors are almost worthless, 
and the coefficients add little to the value of the graphical presentation. 


DATA OF CHART XV 

The Canadian Total Balance of International Indebtedness and 
THE Partial Balances ^ 


In millions of dollars 


Year 


1900.. . 

1901 . . . . 
1902. 
-903.. . 

904. . . . 
90s ... . 

906 .. .. 

907.. . 

908 

909. . . . 

910 

1911 . . . . 

1912. . . . 

1913.. .. 


Debit com- 1 
modity bal- 
ance of 
trade, gold 
coin excluded® 

Debit bal- 
ance of 
gold coin 
imports and 
exports ® 

Debit bal- 
ance of 
service 
transactions ^ 

Debit bal- 
ance of non- 
commercial 
transactions ^ 

Total debit 
^ balance of 
international 
indebtednesss 

0 

4 

35 

3 

37 

12 

I 

37 

3 

21 

9 

5 

40 

9 

27 

27 

II 

40 

10 

69 

SI 

8 

37 

5 

91 

40 

0 

51 

8 

83 

56 

5 

56 

7 

112 

117 

4 

62 

X 

183 

23 

22 

80 

8 

132 

67 

7 

87 

0 

160 

142 

12 

97 

0 

251 

206 

27 

114 

8 

3SS 

276 

0 

136 

23 

435 

205 

18 

j 

157 

34 

414 


1 Credit balances in italics. ® Computed from Tables H and III, pp. 30, 32, supra. 

3 Table XXIX, p. 103, supra. ^ Table X, p. 61, supra. s Table XXX, p. 106, supra. 
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of interest payments followed closely the growth in net foreign 
capital investments in Canada, that is, in the total balance of 
international indebtedness. But Canada has always had a debit 
balance of service transactions, and the parallel growth in this 
period of this debit balance and the debit balance of international 
indebtedness shows not so much a true causal correlation as a 
false correlation arising out of the common pecuniary growth in all 
phases of Canadian economic activity during a period of general 
expansion and of rising prices. Only to a slight extent, therefore, 
was the correlation due to direct compensatory adjustments to 
the balance of international indebtedness. 

In order that an even balance of payments should be sub- 
stantially maintained after the first appearance and during the 
continuance of the debit balance of indebtedness — that is, in 
order that the capital borrowings should enter Canada in the form 
of goods instead of in the form of money — there was necessary 
a change in the quantitative relationship of commodity imports 
to exports such that there would be an excess of imports over 
exports to absorb the surplus foreign credits created by the bor- 
rowings abroad. As is shown in Chart XV, a small “ favorable 
commodity balance of trade in the first few years of the period 
shifted in 1903 to an ^^unfavorable’’ balance of trade increasing 
as the rate of borrowings abroad increased. Until 1903 the bor- 
rowings abroad were barely sufiicient, or were less than suffi- 
cient, to meet the interest payments on earlier investments of 
foreign capital in Canada. From 1903 on, the new borrowings 
abroad exceeded the interest charges on the old borrowings,^ and 
the surplus came into Canada mainly in the form of an excess of 
commodity imports plus freight charges thereon over commodity 
exports. 

The shift from a favorable to an unfavorable commodity bal- 
ance of trade which accompanied the increasing flow of capital 
borrowings could have resxflted from either a decrease in exports 
below or an increase in imports above what they would have been 
respectively in the absence of capital borrowings, or from both 
combined. The method by which this result would be brought 

1 Cf. Table XXV, p. 94, supra. Table XXVIII, p. loi, supra, and Chart XV. 
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about, according to the deductive theory, has already been ex- 
plained, and in the case of exports has been given some measure 
of inductive verification: a relative rise in prices in the borrowing 
country, due in Canada immediately to increased bank deposits, 
in other countries under similar circumstances due probably to 
a preliminary flow of gold, both stimulates imports and checks 
exports. The theoretical expectation would be, therefore, that 
the adjustment should be brought about by both an increase in 
imports and a decrease in exports. 

The general expansion of industry and trade in Canada during 
the period under study operated independently of the influence 
of the capital borrowings, to increase both imports and exports. 
Moreover, the general rise in prices of itself operated to increase 
the money value of constant quantities of both imports and ex- 
ports. It is impossible to determine with mathematical precision 
what the volumes of imports and exports would have been in the 
absence of capital borrowings. It is possible, however, from an 
analysis of the trade in individual commodities and of other re- 
lated data, to ascertain with some degree of certainty whether 
the restrictive influence on exports and the stimulative influence 
on imports were both operating in the manner described in the 
deductive theory. 

Restrictive Eeeect oe Capital Borrowings on 
Exports 

There follows an attempt to discover whether the capital bor- 
rowings operated to restrict the volume of exports. In Table LII 
estimates of the total volume of Canadian commodity production 
at the beginning and the end of the period under study are com- 
pared with the total exports from Canada for corresponding 
years. The data presented in this table show a marked decrease 
in the later part of the period under study, as compared to 1901, 
in the proportion of the total Canadian production of commodities 
which was sent abroad. Although the statistics for production 
are of uncertain accuracy, they probably serve well enough the 
present purpose. It should be noted, moreover, that much of 
the production in Canada during this period, and especially dur- 
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ing the later part of the period, was in the form of town, road and 
railroad construction, and farm, building and plant development, 
and that the production estimates given, which are for commodity 
production only, are therefore probably a considerable underesti- 
mate of the actual increase in production. 

It is difficult to explain the decline in the percentage of exports 
to total commodity production, without reference to the capital 
borrowings from abroad. Some of the relative decline in exports 
was undoubtedly due to the increasing extent to which Canadian 
raw materials were being manufactured in Canada for Canadian 
consumption, instead of being exported in their crude form in 
exchange for imported manufactured goods. But this increase 
in manufactures would not have been possible in nearly the same 
degree had it not been for the foreign investments of capital in 
Canadian manufacturing enterprises. The expansion of manu- 
facturing not only absorbed an increased proportion of the Cana- 
dian production of raw materials, but it withdrew labor, from the 
production of raw materials which otherwise would have been 
exported, to the construction of plant and equipment and the 
fabrication, from imported raw materials, of manufactured com- 

TABLE LII 

Total Commodity Production in Canada and Total Exports prom 
Canada, 1901, 1911, 1912, and 1913 

In millions of dollars 


Year 

Total commodity 
production in 
Canada ^ 

Total exports from Canada 2 

Value 

Value 

Per cent of total 
production 

1901 

943 

205 

21.7 

1911 

2,039 

302 

^ 14.8 

1912 

2,761 

376 

13.6 

1913 

2 ,B 59 

471 

16.5 


1 For ipoi and 1911, Cost of Living Report^ vol. ii, pp. 962-972; for 1912 and 1913, Financial Post 
of Canada (Toronto), January 3, 1914. 

® Table III, p. 33, supra. Includes small amounts of reexports of foreign products. 
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modities for domestic consumption. The development of roads, 
towns, and railroads, made possible by the borrowings abroad, 
absorbed a large part of the immigration of labor, and these con- 
sumed considerable quantities of Canadian commodities which 
would otherwise have been available for export. Changes in rela- 
tive price levels resulting from the capital borrowings were also 
an important factor in restricting exports, operating co5rdi- 
nately with the factors explained above. 

The influence of these factors on exports can best be traced by 
an analysis of the export trade by important groups of commod- 
ities. The export commodities were grouped as nearly as was 
practicable in accordance with the following rules: all the impor- 
tant export commodities were first divided into two groups, ac- 
cording to whether their export increased or decreased relatively 
to total exports during the period under study; second, each of 
these major groups was again divided into minor groups, ac- 
cording to whether its prices rose by more or less than 30 per 
cent during the period under study; third, each of these minor 
groups was divided into still smaller groups, on the basis of some 
important common characteristic relating to their production or 
consumption, where the second grouping had not already ac- 
complished this. In all, the commodities grouped comprised 88 
per cent of the total exports in 1900 and 86 per cent of the total 
exports in 1913, so that they are fully representative of the export 
trade as a whole. The items not included consisted in the main of 
commodities inadequately classified in the official export statistics, 
or for which price quotations were not available, or entering only 
irregularly and in insignificant amounts into the export trade. In 
two or three instances, notably oats and barley, commodities 
showing most prominently the influence of seasonal conditions 
and not reflecting a decided trend in any direction were omitted 
because they did not lend themselves to unambiguous grouping. 
It is indicative of the extent to which the export trade was in- 
fluenced throughout by common factors that this elaborate sys- 
tem of grouping led finally to only five groups, of which only two 
groups represented a substantial volume of exports, and one of 
these two groups alone included one third of the total exports 
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during the period under study. In connection with the inter- 
pretation of the data about to be presented, it is important to 
bear in mind: (i) that in most cases all of the commodities in 
each group have in common the quantitative trend of their ex- 
port, their price trend, and some characteristic relating to their 
production or consumption; and (2) that the results shown for 
each group reflect, therefore, not merely the aggregate trends for 
the groups as a whole, but also the trends for each individual 
commodity included therein. 

Table LIII presents the results of the analysis for commodities 
whose exports increased relatively to total exports. Group I 
consists of commodities whose price rose less than 30 per cent 
from 1900 to 1913 and which were produced during this period 
largely from newly-discovered or newly-developed natural re- 
sources. They thus have in common the probability that a special 
factor was at work tending to make their costs of production 
resist the general upward trend characteristic of the period, and 
thus tending to exempt them from the restrictive influence on 
exports of the relative rise in the Canadian price level. Without 
any exception, they also have in common the fact that they were 
commodities produced in Canada in excess of the amount of 
domestic consumption to such an extent that they were depend- 
ent very largely upon foreign markets for their sale. The com- 
modities included are: wheat, wheat-flour, and flaxseed; copper, 
nickel, silver, and aluminum; asbestos; pulp wood, wood pulp, 
and paper. 

The production of wheat for export did not develop to large 
proportions until the virgin lands of the Canadian prairies, with 
their high yields at low cost in the first years of cultivation, were 
opened up to settlement, largely during the period under study 
and with the aid of capital borrowed from abroad. In 1899, 
10,000,000 bushels of wheat were exported; by 1913, the exports 
had increased to 120,000,000 bushels. The price of wheat clearly 
was determined not in Canada but in the world market. Al- 
though the price of wheat did not rise as much as did domestic 
prices in general, the development of wheat-growing was profitable, 
nevertheless, because the virgin lands made cost of production 
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unusually low. Wheat-milling was dependent upon the produc- 
tion of wheat, and developed with its development.^ Toward 
the end of the period under study, it became generally known 
that flaxseed was a profitable crop with which to bring virgin 
land into cultivation, and its production increased at a rapid rate. 
Flaxseed in Canada may be regarded, therefore, as essentially a 
by-product of the breaking-up, for cultivation, of virgin wheat 

1 The Canadian exports of wheat flour consist mainly of the lower grades, and 
are frequently sold at ‘‘dumping’’ prices. The Canadian consumer demands a 
higher grade of flour than the important export grades. Export flour is therefore 
a by-product of the production of flour for the domestic market, although the prices 
of the different grades must move in close harmony. (Cf. Cost of Living Report^ 
vol. i, pp. 750 seq.) 


TABLE LIII 

Total Exports, and Exports which Increased Relatively to Total 
Exports, 1900 to 1913 ^ 


Fiscal years 2 

Total exports 

1 Exports which increased relatively to total exports 

Value in 
millions of 
dollars 

Per cent 
increase 
over 1900 

Group I 

Group 11 

Value in 
millions 
of dollars 

Per cent 
of total 
exports 

Weighted 

price 

index 

Value in 
millions 
of dollars 

Per cent 
of total 
exports 

1900 

i 63 'S 


21.8 

13-3 

100.0 

5.5 

3-4 

1901 

177.4 

8-5 

21.3 

12.0 

99-3 

7.1 

4.0 

1902 

196.0 

19.9 

33-4 

17.4 

91. 1 

9.0 

4.6 

1903 

214.4 

31. 1 

42.0 

19.6 

91.6 

8.6 

4.0 

1904 

198.4 

21.3 

34.0 

17.1 

102. 1 

9-7 

4.9 

1905 

190.9 

16.8 

36.1 

18.9 

104.9 

10.2 

5-3 

1906 

233-S 

42.8 

63.8 

26.9 

95-8 

11.9 



5*1 

1907 ^ 

180.5 


45-5 

25.2 


9.2 

5-1 

1907 

246.7 

50-9 

84.3 

34-2 

108.3 

1 X37 

S-6 

1908 

242.6 

48.4 

92.9 

38.3 

115-6 

13-7 

5-6 

1909 

279.2 

70.8 

113.0 

40.5 

II8.6 

18.1 

6.5 

1910 

274-3 

67.8 

110.9 

40.4 

114.7 

20.6 

7-5 

1911 

290.2 

77-5 

124.8 

43-0 

III.5 

20.4 

7.0 

1912 

355-8 

iii.S 

172.8 

48.6 

II4.S 

25-5 

7.2 

1913 

431-6 

164.0 

230.3 

53-4 

104.9 

32.0 

7.4 


1 Data from Canada: Department of Trade and Commerce, Annual Reports. Merchandise Ex- 
ports, Canadian Produce. 

s Ending June 30 until 1906; beginning April i from 1907 on. 

® Intercalary p-month period from July i, 1906, to March 31, 1907. 
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lands. The market for flaxseed was mainly in foreign countries. 
Its price was lower in 1913 than in 1900, but it rose from 1909, 
the first year in which there was a substantial Canadian produc- 
tion, to 1912. In 1899 there was practically no export of flax- 
seed. In 1913 the export amounted to 21,000,000 bushels, with 
a value of $25,000,000. The increase in the exports of flaxseed 
in spite of the failure of its price to rise in full sympathy with the 
general rise in Canadian prices is to be explained, therefore, by 
the special circumstances surrounding its production in Canada, 
namely, its low cost of production on virgin lands and its desirabil- 
ity as a means of preparing virgin land for wheat cultivation. 

The production in Canada of copper, nickel, and silver in sub- 
stantial quantities began practically with the opening of the 
twentieth century, when the discovery and development of rich 
low-cost bodies of ore led to a rapid expansion of the mining in- 
dustry ,1 which was highly profitable under these circumstances 
even though the prices of these minerals remained almost con- 
stant during a period of marked upward movement in the general 
price level. Canada provided a market for only a small fraction 
of these products. In the case of nickel, Canada was the chief 
source of the world supply. Aluminum ore is not mined in 
Canada, but during the period under study a single plant was 
established in Canada to make aluminum from imported bauxite, 
using the cheap and newly-developed water power at Shawinigan 
F alls in the process. The products of this plant are almost wholly 
exported. 

The main source of the world’s supply of asbestos is the East- 
ern Townships region of the Province of Quebec, where asbestos 
has been mined for many years. The price of asbestos feU during 
the period under study. The increase in the export of asbestos, 
which, however, never reached $3,000,000 in value in any one 

1 ‘‘Previously to the opening of the present century the development of the 
mining industry of Canada had been comparatively small. The mineral resources 
of the Dominion were little known. The nickel fields of Sudbury [which also yield 
copper in large quantities] had been discovered but the commercial value of the 
deposits was not realized. Neither Cobalt [silver] nor Porcupine [gold: not de- 
veloped until 1909] had been discovered. Since 1900 the industry has grown by 
giant strides.” R. Goldwin Smith, Monetary Times, January 21, 1921. 
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year, may perhaps be accounted for by the working of new and 
richer resources, or by improved technological processes, or by 
the necessity of operating the mines because of the fixed invest- 
ment of capital therein. The great proportion of the product was 
necessarily exported. It was generally known that the industry 
was not flourishing financially in the later years of the period 
under study.^ 

The prices of paper and its raw materials fell during the period 
under study, but the application to the industry in Canada, of 
American methods of large-scale production, and the building of 
railroads into the extensive northern timber regions situated near 
rivers providing both cheap power and a cheap means of trans- 
porting the logs to the mills, made production profitable even at 
the lower prices. The gradual exhaustion of the American timber 
resources, the great increase in the consumption of paper in the 
United States, and the provincial restrictions on the export of 
pulp wood, combined to create a market in the United States 
for greatly increased quantities of both paper and wood pulp. 

The great increase shown in Table LIII in the export of the 
commodities in Group I in spite of the failure of their prices to 
keep pace with the general upward trend is to be explained in 
every instance, therefore, by the discovery or new development 
of low-cost resources or methods of production which prevented 
cost of production also from keeping pace with the general up- 
ward trend. Of the total increase in exports of all commodities, 
amounting to $268,000,000 from 1900 to 1913, $208,000,000, or 
almost 80 per cent, is accounted for by the increase in the ex- 
ports of the commodities in Group I. If it be remembered that 
there was little increase in the prices of the commodities in 
Group I, and that much of the increase in the value of total ex- 
ports reflected an increase of prices rather than of quantities, it 
becomes apparent, even without further analysis, that very nearly 
all of the increase in Canadian exports during a period of rapidly 
increasing population and production in general can be accounted 
for by special circumstances which caused the cost of production 

^ Cf. R. Pothier Doucet, “The Canadian Asbestos Industry,” in Canada^ s 
Future (E. Victor, editor), Toronto, 1916, pp. 212 seq. 
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of a few important export products to resist the general upward 
trend. 

Group II includes without further classification all the other 
commodities whose export increased substantially relatively to 
total exports. It was not feasible to carry out the general plan 
of classification explained above for the commodities in this 
group, either because the official commerce statistics were inad- 
equately^^classified or because price quotations were not available. 
Nevertheless, the commodities included in this group have cer- 
tain characteristics in common. The commodities included are 
as follows: rags, bran, and hides and skins; settlers’ effects; fer- 
tilizers; ^^ores not elsewhere specified, including chromic iron”; 
clover seeds; agricultural implements, carriages and automo- 
biles, and liquors. Rags, bran, and hides and skins are by- 
products of important industries. The amount of their produc- 
tion will not be determined to an important degree by either 
their own prices or their separate costs of production. If in- 
creased production in the industries of which they are by-products 
results in an excess in the supply of these commodities over the 
domestic demand, their export will increase largely regardless of 
general price trends. Settlers’ effects are a non-commercial item, 
the volume of whose exports is independent of prices and costs 
of production. The export of miscellaneous ores may well have 
been governed by the same conditions which have been shown to 
have applied to the mineral products in Group I. No data are 
available which throw any light on the factors explaining the in- 
creased exports of clover seeds. The remaining items are manu- 
factured products, largely specialties. The item, carriages and 
automobiles, consisted in the later years predominantly of auto- 
mobiles. Their production in Canada began only toward the 
end of the period under study, and it is a matter of common 
knowledge that their export from Canada was confined wholly, or 
almost wholly, to exports to the other portions of the British 
Empire, to some extent with the advantage of preferential tariffs, 
from the Canadian plant of the Ford Company. The export of 
agricultural implements and of liquors was in each instance also 
confined largely to a few large concerns who had developed foreign 
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markets for their specialized products. Not much significance 
attaches, therefore, to the increase in the exports of this group of 
commodities in the face of the general tendency of Canadian 
costs of production to rise more rapidly than prices outside of 
Canada. These commodities were by-products, or, like the 
commodities in Group I, were produced under special circum- 
stances making costs of production unusually low, or were manu- 
factured specialties not subject to keen price competition, or 
enjoyed special tariff privileges in export markets. 

Of the total increase in exports from 1900 to 1913, amounting 
to $268,000,000, the commodities in Groups I and II account for 
$263,000,000 or approximately g8 per cent. If allowance is made 
for the general rise in prices, the aggregate exports of all other 
commodities not only decreased relatively to total exports, but 
decreased absolutely and to a substantial degree in terms of 
quantities. With the possible exception of some of the items in 
Group II for which no price quotations were available, not a 
single important instance was found of a commodity which rose 
in price as much as 30 per cent and which nevertheless main- 
tained its relative proportion to the total exports. Since the rise 
in domestic prices was on the average substantially greater than 
30 per cent, and since the general expansion of population and 
production in Canada during this period should have tended of 
itself to increase the volume of exports, this is a convincing in- 
ductive demonstration that the relative rise in Canadian as com- 
pared to foreign prices checked the export of all commodities 
except by-products and those which were favored by special 
factors operating, counter to the general trend, to check the rise 
in costs of production. In the large, the maintenance of the 
volume of Canadian exports in the face of rising costs of produc- 
tion was made possible only by the discovery and exploitation of 
new low-cost natural resources. There was not even a single 
conspicuous instance of what would have been altogether in 
keeping with theoretical expectations, namely, of a commodity 
whose relative importance in the total export trade was main- 
tained even though its price rose in full sympathy vnth the rise 
in Canadian prices generally, because the world rise in the price 
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of that commodity was greater than the general rise in world 
prices. This is a convincing inductive demonstration, therefore, 
that part of the mechanism of the adjustment of the Canadian 
balance of indebtedness to the capital borrowings was the re- 
strictive influence exercised on exports by the increase in Cana- 
dian purchasing power and by the relative rise in the Canadian 
price level resulting from the capital borrowings abroad. 

This io further confirmed by Table LIV, which presents a 
grouping of those commodities whose export declined relatively 
to total exports. Groups III and IV both include commodities 
whose prices rose in full sympathy with the general rise in domes- 
tic prices. These commodities were divided into two groups for 

TABLE LIV 


Exports which Decreased Relatively to Total Exports, 1900 to 1913^ 



Group III 

Group IV 

Group V 

Fiscal 

year 2 

Value in 
millions 
of dollars 

Per 
cent of 
total 
exports 

Weighted 

price 

index 

Value in 
millions 
of dollars 

Per 

cent of 
total 
exports 

Weighted 

price 

index 

Value in 
millions 
of dollars 

Per 
cent of 
total 
exports 

Weighted 

price 

index 

1900 

437 

26.7 

100.0 

33-6 

20.6 

1 00.0 

39*3 

24.0 

100.0 

1901 

43-2 

24.4 

105.0 

31-2 

17.6 

109.3 

52.9 

29.8 

93.8 

1902 

52.0 

26.5 

107.S 

36.0 

18.4 

II4.I 

45.2 

23.1 

98.7 

1903 

54.2 

25-3 

II2.7 

39*2 

18.3 

108.8 

47.0 

21.9 

103.2 

1904 

50-9 

25-7 

II 3 -S 

34 -x 

17.2 

103.8 

47.S 

23.9 

91.8 

190S 

47.8 

24.7 

115.9 

36.3 

19.0 

IIO.9 

40.6 

21.3 

100.3 

1906 

59-9 

257 

127.8 

34-9 

14.9 

I 20 .S 

42.7 

18.3 

106.9 

1907 ® 

47.0 

26.0 


27.2 

iS-x 


i 33-1 

18.3 

i... _ , 


1907 

60.4 

24.S 

139-7 

24.2 

9.8 

122.9 

37.6 

15.2 

106.6 

1908 

54.7 

22.5 

136.5 

23.0 

9*5 

I2I.5 

32.6 

13.4 

108.S 


66.5 

23,8 

137-9 

20.4 

7.3 

126.5 

33 -x 

II.9 

105.8 

1910 

63.1 

23.0 

141.2 

18.9 

; 6.9 

X 45-3 

32.1 

II.7 

109.8 

19II 

66.8 

23,0 

148.9 

14.9 

5*1 

i X33.S 

32.4 

II . 2 

1 108.0 

1912 

65.0 

18.3 

1 54-5 

8.6 

2.4 

149.2 

37-5 

10.6 

II5.0 

3:913 

69.0 

16.0 

161.0 

X 3-3 

3 -x 

163.2 

35-9 

8.3 

i XO9.5 


I Bata from Canada: Department of Trade and Commerce, Annual Reports. Merchandise Ex- 
ports, Canadian Produce. 

® Ending June 30 until ipo6; beginning April i from 1907 on. 

« Intercalary o-month period from July i, 1906, to March 31, 1907. 
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separate analysis, according to the degree in which their export 
declined relatively to total exports. Group V includes commodi- 
ties whose prices failed to keep pace with the general rise in 
prices. 

Group III includes the following commodities: fisheries prod- 
ucts, lumber, furs,^ leather, hay, apples, and potatoes.^ Their 
export in terms of dollars increased in spite of their rise in price, 
but it did not increase sufficiently to maintain their original pro- 
portion to total exports. 

The increase in the value of the exports of commodities in this 
group was not as great as the increase in their prices both for 
the group as a whole and for most of the commodities in the 
group. In terms of quantities, therefore, there was an absolute 
decrease in export, which is reasonably to be attributed to the 
restrictive influence on exports of the relative rise in their prices 
as compared to world prices. 

Group IV includes the following commodities: cattle, sheep, 
horses, bacon, eggs, butter, canned meats, and pease. All of 
these except pease are animal products or their derivatives. All 
were primarily domestic commodities even at the beginning of 
the period under study. Their prices consequently rose in full 
sympathy with the rise in domestic prices generally. The rise 
in prices, combined with an increased domestic market, operated 
almost wholly to eliminate their export. In the fiscal year be- 
ginning April I, 1913, it is true, there was a revival of export, but 
this is to be attributed to the artificial and somewhat temporary 
stimulus arising out of the remissions and reductions of duties on 
these products in the United States Tariff Act of October 3, 1913, 
which was in force during half of this year. Chart XVI shows 
that these commodities were gradually moving during this period 
from an export to an import basis. 

Group V includes only four commodities: bituminous coal, lead, 
gold (in quartz, nuggets, dust, etc.), and cheese, of which only the 

^ The exports of furs and potatoes increased in value slightly more than did the 
total exports. They were nevertheless included in Group III, perhaps illogically 
so, because their rise in price was so great that in terms of quantities they would 
have shown a very slight absolute increase in export and a substantial decline 
in relation to total quantity exports. The amounts of both items are small. 
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two last-named were important in the export trade. All of these 
commodities except coal were throughout the period primarily 
export commodities, finding their principal markets abroad. 
Even with respect to coal, exports were confined largely to the 
Nova Scotia product, which, during the winter months when water 
transportation to the important Canadian markets was impos- 
sible, was chiefly marketed abroad, especially in New England. 
The dependence of these commodities on foreign markets is re- 

CHART XVI 

Imports and Exports of Commodities in Group IV, 1900-1913 

Imports ^ — — — Exports 
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fleeted in the failure of their prices to rise in full sympathy with 
the rise in the Canadian price level. With the stationary price for 
crude gold, its production, which is almost wholly for export, 
would have declined even more than it did had it not been for 
the discovery of new and low-cost ore beds in the Porcupine dis- 
trict in 1909.^ Unlike other dairy products, the Canadian pro- 
duction of cheese has always been predominantly for export. Its 
price, therefore, was determined largely in England, its fhost im- 
portant market. Its price trend contrasts sharply with the price 
trends of butter, milk, and eggs, domestic commodities. Com- 
pared in each case with 1900 prices, the increase in price in 1913 
was: 32 per cent for butter; 29 per cent for milk; 85 per cent for 
eggs; 14 per cent for cheese. The failure of the price of cheese 
to rise as rapidly as the price of other products competing for the 
same factors of production caused producers to turn from its 

1 It is assumed here that the price of gold always remains stationary in terms 
of gold standard currency. As a matter of fact, during a period of rising prices 
the price of gold ore tends to fall because of the greater money cost of smelting, 
refining, and transportation to market. 

DATA OF CHART XVI 

Imports and Exports op Commodities in Group IV ^ 


In millions of dollars 

Fiscal year Imports Exports 

1900 2.2 33.6 

1901 2.3 31.2 

1902 2.7 36.0 

1903 3-0 39*2 

1904 3-1 34.1 

1905 2.6 36,3 

1906 3.2 34.9 

19072 3.2 27.2 

1907 2.9 24.2 

1908 2.6 23.0 

1909. 3.0 20.4 

1910 4-3 18.9 

1911 8.6 14.9 

1912. ... 11.6 8.6 

1913 9-3 13-3 


1 Data from Department of Trade and Commerce, Annual Reports: animals, bacon, eggs, butter, 
canned meats, and pease. Fiscal years ending June 30 until ipo6; beginning April i from 1907 on. 

2 Not charted. Intercalary o-month period ending March 31, IQ07. 
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production to the production of more profitable commodities.^ 
The decline in the exports of the commodities in this group, not 
only relatively to total exports but absolutely in terms of both 
values and quantities, is to be attributed to a decline in their pro- 
duction for export rather than to an increase in the domestic 
consumption. This is in turn to be attributed to their failure, 
owing to their dependence on foreign markets, to rise in price in 
proportion to the rise in their costs of production. 

The foregoing analysis of the Canadian export trade has shown 
that the increase in the value of the total exports was due almost 
wholly to the entrance into the export trade of the products of 
newly-exploited natural resources, where special factors kept 
down the costs of production. Although production in general 
was undergoing great expansion during this period, the exports 
of all but a few commodities actually decreased in terms of 
quantities. In some cases exports declined because their prices 
rose in full sympathy with the general rise in Canadian prices 
and therefore became too high for foreign markets. In other 
cases exports declined because their prices did not rise in full 
sympathy with the general rise in Canadian prices, so that their 
production became less profitable. Prices rose most and exports 
declined most for those commodities which found a large part of 
their market in Canada. Throughout the range of the export 
commodities of which there was substantial consumption in 
Canada, there was convincing evidence of the restrictive influence 
on exports arising out of both the increased purchasing power 
acquired by a borrowing country and its relative rise in prices 
as compared to other countries. 

Commodity Imports and the Balance of International 
Indebtedness 

Variations in commodity imports are unquestionably, under 
usual circumstances, a more important factor than variations in 
commodity exports in the adjustment of international balances 
of indebtedness to capital borrowings. Countries which bor- 

^ Cf. Statement of R. M. Ballantyne, before Board of Inquiry on the Cost of 
Living, January, 1914. (Cosl of Living Report, vol. i, p. 47*) 
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row capital on a large scale are t3rpically possessed of abundant 
undeveloped natural resources for whose exploitation their own 
capital does not sufBce. Under these circumstances their com- 
parative advantage in foreign trade is generally largely confined 
to the export of the primary products of these natural resources, 
limited in their range but representing a large part of their total 
commodity production. Marked variations in the export of 
these few commodities therefore mean marked variations in their 
production. Continued production, however, is essential to the 
continued employment of labor and the payment of fixed charges 
on the capital investment. Production, and therefore export, will 
respond only slowly and incompletely to changes in prices. Ex- 
cept for commodities for which there is no important domestic 
demand, the volume of export will probably respond more 
conspicuously to changes in domestic demand, either for the 
products themselves or for labor, arising out of the capital bor- 
rowings, than to changes in relative prices. Imports, on the 
other hand, are for such countries more varied in their range, have 
less influence on the volume of domestic production, and are 
therefore more flexible in their volume. Marked and rapid 
fluctuations in imports cause less disturbance to industry in such 
countries, and necessitate less internal readjustment, than do cor- 
respondingly marked variations in exports. If capital borrowings 
require sharp adjustments in the commodity balance of trade of 
the borrowing country, these are effected more easily through 
variations in the rate of import than in the rate of export. Pro- 
fessor Williams, in his study of Argentine trade during a period of 
capital borrowings, clearly demonstrates the greater importance 
of variations in imports than in exports, in the adjustment of the 
commodity trade balance of that country to the capital borrow- 
ings.^ In many respects the Argentine situation resembled the 
Canadian one. There is less specialization of production, that is, 
there is a greater variety of production and relatively more pro- 
duction for the domestic market, in Canada than in the Argentine, 
however, so that in Canada exports are more flexible than in the 
Argentine. 

^ J. H. Williams, Argentine International Trade under Depredated Paper, 
Ch. XV. 
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Table LV compares the variations in the volume of imports 
into Canada with the variations in the volume of Canadian net 
borrowings from abroad. It demonstrates clearly that the bor- 
rowed capital was transferred to Canada mainly in the form of 
increased commodity imports. Some of the increase in the value 
of the imports was undoubtedly due to the rise in the prices of 
the import commodities and to the increase in population. Even 
if generdhs allowance is made for these two factors, there still 
remains an increase of imports sufficient to account for a large 
share of the capital borrowings. In spite of the operation of 
other factors in the adjustment of the balance of indebtedness, 
there is apparent a substantial measure of correlation between 
the variations in imports and the variations in net capital bor- 
rowings. 

TABLE LV 

Commodity Imports ^nd the Balance of International Indebtedness 


In millions of dollars 


Calendar years 

Commodity imports ^ 

Debit balance of interna- 
tional indebtedness 2 

Amount 

Increase 

over 

preceding 

year® 

Amount 

Increase 

over 

preceding 

year® 

1900 

189.3 


36.6 


1901 

192.6 

3-3 

21.3 


1902 

212.8 

20.2 

27.4 

6.1 

1903 

265.3 

52.5 

69.2 

41.8 

1904 

256.8 

8.5 

91.0 

21.8 

190s 

269.2 

12.4 

83.0 

8.0 

1906 

329.6 

60.4 

III . 6 

28.6 

1907 

393.5 

62.9 

182.8 

71.2 

1908 

312.6 

79^9 

131.7 

5 X.I 

X909 

361.9 

49.3 

159.8 

28.1 

1910 

450.4 

88.5 

250.6 

90.8 

1911 

534 2 1 

83.8 

354.8 

104.2 

1912 

651.2 

117.0 

435-2 

80.4 



694.2 

43.0 

414.3 

20.g 

Total increase over 1900 rate .... 


2,462.4 


1,858.9 


1 See Table III, p. 32, supra. » See Table XXX, p. los, supra. ^ Decreases in italics. 
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Capital Bophowings and Imports op Capital Goods 

It is often taken for granted that capital borrowings must 
result in corresponding imports of capital goods.^ It is impossible 
to determine even with approximate accuracy what proportion 
of the imports is properly to be classed as capital goods. The 
classification of commodities in the Canadian import statistics is 
often inadequate for this purpose. In other cases the same com- 
modities may be both consumers’ goods and capital goods, de- 
pending upon the uses to which they are put by the owner. Coal, 
for instance, may be used in the heating of residences or in the 
production of railroad equipment. In order to discover whether 
the capital borrowings affected the proportions in which the im- 
ports consisted of capital goods and consumers’ goods, respec- 
tively, the total imports were compared with the imports (i) of 
selected items chosen as being most nearly representative of 
capital goods and (2) of foods and a group of miscellaneous com- 
modities selected as being typically consumers’ goods. The re- 
sults of the comparison are given in Table LVI. 

Table LVI shows that during the period of increasing capital 
borrowings an increasing proportion of the total imports con- 
sisted of capital goods and a decreasing proportion consisted of 
consumers’ goods, but the change in relative proportions was 
only moderate. C. K. Hobson has shown that British invest- 
ments in railroad enterprises in the Argentine, India, and Aus- 
tralia were generally accompanied by increased imports into these 
countries of railroad equipment and materials,^ Canada, how- 
ever, unlike these countries, is itself an important producer of 
heavy machinery, railroad rolling stock, rails and other capital 
goods. Less correlation is to be expected, therefore, for Canada 
than for these other countries, between borrowings abroad for 
specific enterprises and imports of equipment and material for 

^ Cf. J. H. Williams, ^‘Germany’s Reparation Payments,” American Economic 
Review j Supplement, March, 1920, p, 52: ‘^The borrowings will take the form of 
goods, — constmction materials, machinery, manufactures of various sorts; and 
past experience has shown that these goods, the direct product of loans, are most 
likely to be purchased in the country making the loans.” 

2 C. K. Hobson, The Export of Capital, pp. 8 seq. 
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these enterprises. Moreover, in the interpretation of statistics 
of imports of capital goods, it should be remembered that a 
large part of these imports is unquestionably made for purposes 
of maintenance and replacement of already existent plant and 
equipment, and therefore does not reflect new investments. For 
most forms of capital investment a large part of the expenditure 

TABLE LVI 

Total Imports, Imports op Selected Capital Goods, and Imports op 
Selected Consumers’ Goods, 1900 to 1913 ^ 


In millions of dollars 


Fiscal year s 

Total 

imports 

Imports of selected 
capital goods * 

Imports of selected consumers’ goods 

Foods ^ 

Selected miscellaneous 
commodities * 

Value 

Value 

Per cent 
of total 
imports 

Value 

Per cent 
of total 
imports 

Value 

Per cent 
of total 
imports 

1900 

172.5 

49-7 

28.8 

33-6 

I 9 -S 

43.7 

25.3 

J901 

177.7 

48.4 

27.2 

34-0 

19.1 

45-2 

25-4 

1902 

196.5 

58-4 

29.7 

31-7 

16. 1 

50*7 

25.8 

1903 

224.8 

72.7 

32.3 

33-2 

14.8 

60.C 

26.7 

1904 

243.6 

77.8 

31-9 

36-7 

I 5 -I 

61.9 

25,4 

190S 

251.6 

78.2 

3 I-I 

37-9 

iS-i 

64-3 

25.6 

1906 

283.3 

86.4 

30.S 

45*0 

iS -9 

72.5 

25.6 

1907 ® 

249-7 

79.7 

31-9 

38.8 

i $-5 

63-4 

25-4 

1907 

35X.9 

116.8 

33-2 

S 4 -I 

iS -4 

86.7 

24.6 

1908 

288.2 

84.3 

29-3 

Si.i 

17.7 

71.4 

24.6 

1909 

369.8 

113.2 

30.6 

55*7 

15-1 

97.6 

26.4 

1910 

451,7 

151.6 

33-6 

66.9 

14.8 

II0.2 

i 24.4 

1911 

521.4 

183.7 

35-2 

82.2 

15.8 

113.8 

1 21.8 

1912 

670.1 

255-7 

38.2 

92.2 

13.8 

142.6 

21.3 

1913 

618.S 

232.7 

37-6 

87.4 

14.1 

129,5 

1 20.9 


1 Data from Canada: Department of Trade and Commerce, Annual Reports . Merchandise Imports 
Entered for Consumption. 

^ Bricks, clays, and tilesj cement; coal, bituminous; railroad cars; electric apparatus; ships; 
mineral oils; gunpowder and explosives; stone and manufactures thereof; wood and manufactures 
thereof; copper, iron, lead, tin, zinc, and miscellaneous metals other than gold, silver, and brass, and 
manufactures thereof. 

^ All foods, foodstuflfs, and feedstuffs. 

* Thirty items and groups, all typically consumers’ goods. 

s Ending June 30 until 3:906; beginning April 1 from 3907 on. 

« Intercalary ©-month period from July 1, 1906, to March 31, 3907. 
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is for wages and transportation services and not for material and 
equipment, and much of the material required is often necessarily 
of a local character. The data in Table LVI suggest that, while 
the capital borrowings entered Canada to some extent in the 
form of direct purchases by the borrowers of foreign capital goods, 
they entered more largely in the form of consumers’ goods. La- 
borers directly engaged in the developments financed by bor- 
rowings from abroad, and laborers in other domestic tndustries 
engaged in producing capital goods to be used in these develop- 
ments, received their real wages in part in the form of these im- 
ported consumers’ goods. Pa3nnent for these imported consumers’ 
goods was made indirectly out of the proceeds of the borrow- 
ings abroad. 



CHAPTER XII 


TRIANGULAR ADJUSTMENT OF THE BALANCE 
OF INDEBTEDNESS 

The Canadian balance of international indebtedness was in extra- 
ordinarily large measure adjusted to the borrowings in Great 
Britain through triangular transactions with the United States. 
British funds made available to Canadians through the flotations 
of loans were used to buy New York exchange, which was in 
turn used to pay for increased imports from the United States. 
The adjustment of the British balance of international indebted- 
ness to the capital investments in Canada was similarly effected 
through increased British exports to the United States, or even 
in a more circuitous fashion, through increased British exports 
to Latin America and the Orient, which were in turn paid for 
by increased exports from these regions to the United States 
and from the United States to Canada.^ 

Chart XVII, which compares by countries the Canadian com- 
modity balances with the capital borrowings, demonstrates to 
how great an extent such triangular adjustment was carried in 
connection with the Canadian borrowings from Great Britain. 
In spite of the great amount of Canadian borrowings in London, 
Canada maintained throughout the period a favorable com- 
modity balance of trade with Great Britain. On the other hand, 
in the trade with the United States and to a lesser degree in the 
trade with all other countries, the excess of imports over exports 

1 “Canada is borrowing money in London to finance her farmers, and with the 
capital borrowed in London Canadian farmers are purchasing American machinery, 
and the capital actually passes into Canada in this form. This means that we have 
to remit to the United States the capital we have lent to the Canadian farmer. 
But the United States do not require to import much English produce. They 
need silk, however, and this they purchase. And we have now to settle with Japan. 
Japan takes payment for the silk sold to America in raw cotton from India, and 
India receives payment for her raw cotton in cotton piece goods from Lancashire. 
Thus we ejqport capital to Canada by exporting Manchester goods to Bombay.’^ 
London, October 21, 1905.) 
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CHART XVn 

Canadian Commodity Balances and Capital Borrowings, 1900-1913 


*— British capital investments in Canada 

Excess of Canadian exports to, over imports from, Great Britain 
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substantially exceeded the volume of Canadian borrowings from 
these countries. The capital borrowed by Canada in Great 
Britain entered Canada largely in the form of American com- 
modities. 

Even when account is taken of the invisible’’ items in the 
balance of indebtedness, it still appears that there was a great 
measure of triangular adjustment. In Table LVII a comparison 
is made, lor the entire period under study and for both Great 
Britain and the United States, of the total balances of indebted- 
ness with the net capital borrowings. The calculation of the 
balances of indebtedness with individual countries is beset with 
many difficulties, and the results presented in Table LVII are 


BATA OF CHART XVII 

Canadian Commodity Balances and Capital Borrowings 


Year 

Great Britain 

United States 

[ Other countries 

! Excess of 
Canadian 
exports to, 
over im- 
ports from 1 

Capital 
investments 
in Canada * 

Excess of 
Canadian 
imports 
from, over 
exports to 1 

Capital 
investments 
in Canada 2 

Excess of 
Canadian 
imports 
from, over 
exports to ^ 

! 

Capital 
investments 
in Canada ‘ 

1900 

SI-9 

lO.I 

47.2 

17.9 

II-5 

3‘7 

1901 

SS-9 

iS-i 

40.3 

18.3 

II.S 

3.7 

1902 

63.6 

1 II-9 

SSB 

234 

13.7 

7.1 

IQ03 

514 

1 28.8 

62.0 

22.1 

21.6 

3-7 

1904 

43*1 

29-S 

835 

25.8 

1 21.3 

6.6 

190S 

46.6 

76.4 

78.8 

32.4 

17.8 

3.7 

1906 

52.6 

68.5 

loo.s 

29-5 

21.4 

7.3 

1907 i 

37.0 

6S-3 

II5-S 

26.0 

15-9 

3.8 

1908 

51.8 

181.4 

109.6 

32.7 

18.0 

8.0 

X909 

48.4 

212.7 

107.8 

36.2 

20.2 

4-5 

1910 

29.8 

218.5 

161.5 

72.7 

26.9 

22.1 

I911 

32.3 

244.4 

232.9 1 

76.1 

32.0 

27.8 

1912 

33-3 

214.8 

268.8 

81.7 

35.3 

24.6 

ms 

72.3 

375-8 

258.8 

135-0 

35-0 

36.0 

Totals 

670.0 

1,753-1 

1,722,8 

629.8 

302.1 

162.7 


1 Data from Canada: Department of Trade and Commerce, Annual Reporls, Merchandise and 
Coin and Bnllion, total imports and exports. Settlers’ effects deducted. Adjusted to calendar year 
basis from fiscal year statistics on hypothesis of equal monthly distribution in each fiscal year. 

* Direct estimates, Table XLIV, p, 139, supra. 
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offered only as rough and somewhat incomplete estimates, based 
mainly on the data used in Part I of this study. 

The data presented in Table LVII show so great a diver- 
gency between Great Britain and the United States in the rela- 
tion of the balances of indebtedness to the balances of borrow- 
ings, that they demonstrate conclusively, even with the most 
generous allowance for error in the estimates, that adjustment 

TABLE LVII 


Total Canadian Balances of Indebtedness and Capital Borrowings, 

1900 to 1913 



Great Britain 

i United States 


Debit 

balances 

Credit 

balances 

Debit 

balances 

Credit 

balances 

Migrants’ Capital 


63.8 


171*5 

Non-Commercial Remittances . . . 

lo.o 


45-0 


Freights 

8.0 


131.0 


Insurance Payments 

23.0 


17.0 


Tourist Expenditures 

30.0 



0. 

00 

Interest Payments 

815.0 


$0.0 


Total — Invisible Items 

886.0 

63.8 

243.0 

258-5 

Commodities 


670.0 

1,722.8 


Debit Balance of Indebtedness . . . 


152.2 


1,707.3 


886.0 

886.0 

1,965-8 

1,965-8 

Capital Borrowings ^ 

i> 7 S 3 -i 


629.8 


Capital Loans 

7-0 


133.0 


Net Capital Borrowings 

' 1,746.1 


496.8 


Debit Balance of Indebtedness . . . 

152.2 


1,707.3 


Adjusted Indirectly — Excess of 
Net Capital Borrowings over 





Debit Balance of Indebtedness 

1 , 593-9 

.... 


.. . 

Adjusted Indirectly — Excess of 
Debit Balance of Indebtedness 





over Net Capital Borrowings . . 



1,210.5 



1 Table XLIV, p. Z39 , supra . 
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of the balance of indebtedness was mainly triangular instead of 
direct. The table shows an excess, in the debit balance of in- 
debtedness with the United States over the net borrowings from 
the United States, amounting to over $1,200,000,000, and yet 
falling short by almost $400,000,000 of the excess of the net bor- 
rowings from Great Britain over the debit balance of indebtedness 
with Great Britain. The remainder of the British excess of bor- 
rowings pver indebtedness, not accounted for in this table, is to 
be explained partly by shortcomings in the present calculation, 
but mainly by additional triangular adjustment, through Ca- 
nadian debit balances of indebtedness, with countries other than 
Great Britain and the United States. 

Triangular Adjustment through Imports 

Many factors were operating to bring about a triangular in- 
stead of a direct adjustment of imports to borrowings. In 
Canada the import of goods has always been governed by the 
circumstances connected with the goods themselves and the 
Canadian demand for them, without interference by the lenders 
of capital. In no case has any trace been found of loans to 
Canadians being made conditional upon the use of any part of 
the proceeds in making purchases of a specified kind or in a speci- 
fied country. Nevertheless, there were differences in the typical 
relations to their investments of British and American investors 
such that the American investments were more likely to stimu- 
late imports from the United States than the British investments 
were likely to stimulate imports from Great Britain. 

Approximately 90 per cent of the British investments in Can- 
ada consisted of purchases of Canadian securities,^ of which the 
greater proportion consisted of government securities and in- 
dustrial and financial bonds and debenture stocks without voting 
rights. Most of the remaining 10 per cent of British investments 
in Canada went into the purchase for speculative purposes of 
town and agricultural land, or consisted of investments of British 
insurance companies in mortgages, loans and securities. In most 
of the comparatively few instances where British investors held 
1 Cf. Table XXXVIII, p. 126, supra. 
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a majority of the common stock of a Canadian enterprise, control 
of the enterprise, by tacit consent of the British shareholders, 
remained with the Canadian minority shareholders. In the case 
of the Canadian Pacific Railway, although Canadians owned less 
than 15 per cent of the common stock and almost none of the 
bonds and debenture stocks, the ownership being mainly British, 
almost all the directors were Canadians. There were only a few 
instances of British investments in Canada which wer^ directly 
managed by the British investors or agents appointed by them, 
notably the Grand Trunk Railway and the Hudson^s Bay Com- 
pany. In many cases, most of the actual capital invested in 
American enterprises in Canada came from England through 
subscriptions to bond issues, the Americans retaining control 
through their ownership of the common stock, often representing 
nothing but the goodwill, the production technique, and the pro- 
moting ability of the American interest in the enterprise. 

This divorce of capital ownership and control is not character- 
istic of British investments in other countries. Proximity to the 
situs of the investment and familiarity with local conditions are 
undoubtedly important factors in bringing about Canadian and 
American control of British investments in North America. They 
are not the sole factors, however, for in continental Europe, 
Latin America, and the Orient, where these factors must also be 
operative, the British direct their own investments. But the 
British investments outside of North America are made princi- 
pally in countries where business enterprise and managerial abil- 
ity, as well as capital, are scarce. To such countries the British 
export not only their capital but their business men and tech- 
nicians, so that control of the investments, including purchases 
and technology, is retained by them. In Canada, as also in the 
United States, capital is relatively scarce and high interest rates 
are offered for its use, but business enterprise and technological 
ability are abundant and, moreover, are probably more efficient, 
especially for North American conditions, than the British supply 
thereof. As between the British on the one hand, and the Cana- 
dians and Americans on the other hand, there is a considerable 
degree of specialization of function with respect to Canadian 
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investments: the British supply the capital, the Canadians and 
Americans supply the managerial and technical ability. 

American investors, on the other hand, commonly retain direc- 
tive control of their Canadian investments. Less than 40 per 
cent of the American investments in Canada during the period 
under study consisted of purchases of securities, and these were 
mainly in the last few years.^ The remainder consisted princi- 
pally of investments in branch plants of American industries, and 
in mining and lumbering enterprises controlled by the investors. 
In many instances the capital utilized in these American-con- 
trolled enterprises greatly exceeded the amount of American 
capital actually invested therein, the remainder being obtained 
by bond issues in Great Britain or in Canada and by loans from 
the Canadian banks. The American investors generally made 
their Canadian investments in enterprises closely resembling those 
with which they were familiar at home, and operated them under 
similar financial, sales, and technological methods. 

It would be difi&cult to explain the substantial volume of 
American capital investments in Canada at the same time that 
the United States continued to be a debtor nation in so far as 
Europe was concerned, except on the basis of some degree of 
national specialization in investments. European capital was 
available for investment in gilt-edge securities of well-established 
American railroad and industrial concerns. American capital 
was available, although in limited amounts, for investment in 
mining and manufacturing enterprises to which American tech- 
nical methods could be applied. The American investments in 
Canada typically had three outstanding characteristics in com- 
mon: they were not made in routine enterprises, but demanded 
for their success capable and venturesome business direction and 
modern industrial technique; they were not conservative invest- 
ments, in the narrow sense of the term, but required the assump- 
tion of considerable economic risk; they offered a chance of 
unusually high profits as well as of losses." 

^ Cf. Table XLI, p. 134, supra^ and pp. 127 seq. generally. 

^ Similar national specialization in investments is illustrated by tbe investments 
of Canadian financiers in light, power, and tramway enterprises in the United 
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The establishment in Canada of branch plants of American 
industries was promoted by the fact that Canada offered a mar- 
ket already trained to demand American-type commodities, but 
in many cases shut off from direct exploitation by a protective 
tariff. The compulsory working provision in the Canadian patent 
law further stimulated the establishment of branches in Canada 
in such cases where the commodity was sold by the patentees in 
the United States at a monopoly price which could be»met by 
Canadian producers, either with or without the aid of tariff pro- 
tection, if they had access to the basic patents. In the later 
years of the period under study, the rapid exhaustion of the timber 
and pulp-wood resources of the United States and the provincial 
restrictions on the export of pulp wood from Canada led to heavy 
investments of American capital in Canadian lumber and paper 
enterprises producing for the American market. The gradual 
extension of the system of preferential tariffs within the British 
Empire, and perhaps also the goodwill value of the ^^Made in 
Canada’^ trademark in trade with the British Empire, operated 
to promote the establishment in Canada of branch plants of 
American exporting industries to handle not only their Canadian 
trade but also their trade with other portions of the British 
Empire. 

The greater degree of control over their Canadian invest- 
ments exercised by American as compared to British investors, 
and the differences generally in the character of the investments 
made by Americans and British, operated to promote greater im- 
ports from the United States than from Great Britain. Senti- 
mental preferences were probably of little or no significance, 
especially when it is considered that the enterprises in Canada 
in which outside capital is invested buy on a wholesale scale and 
with the profit and loss account constantly in mind. But the 
familiarity on the part of the American managers of Canadian 
industries with American styles, standards, specifications, ma- 

States, Latin America, and Spain at the same time that Canada was very much a 
debtor country. By virtue of these investments, representing only a small fraction 
of the actual capital put into these enterprises, a group of Canadian financiers 
acquired the opportunity to apply their specialized promoting and operating 
ability in other countries when they had exhausted the Canadian field. 
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cMnery, and production technique, led inevitably to purchases 
in the United States when similar Canadian articles were not 
available at satisfactory prices. Preference over British goods 
rested very little on sentimental considerations, not very much, 
perhaps, on price differentials, but principally on style, specifica- 
tion and type factors, and on old business connections. In many 
cases the branches in Canada of American industries are little 
more than assembling or finishing and distributing plants, and 
the parts or incompletely fabricated articles are shipped from 
the head plant in the United States. In the course of a few 
years the establishment of a branch plant in Canada may give 
rise to imports from the United States of equipment, machinery, 
materials, amounting to many times the amount of American 
capital invested in the plant. 

More fundamental factors in Canadian commerce and in- 
dustry than the differences in the character of the American and 
British investments were chiefly responsible, however, for the 
entrance of British capital into Canada preponderantly in the 
form of imports from the United States. As has already been 
shown, the proceeds of foreign borrowings are used in the purchase 
of the whole range of commodities, not only of producers’ goods. 
The preponderance of imports from the United States over im- 
ports from Great Britain, shown in Table L VIII on page 289, was 
due primarily to the character of the domestic production, the 
exports, and the imports of these three countries. 

In spite of the much greater flow of capital into Canada from 
Great Britain than from the United States, the proportions in 
which the Canadian merchandise imports came from Great 
Britain and the United States changed only slightly during the 
period under study, and what change did occur was in favor of 
the United States. Moreover, imports of coin and bullion, which 
are not included in this table, and which came almost wholly from 
the United States, increased greatly during the period under 
study. 

Canada, since its adoption in 1879 of the policy of high protec- 
tion for manufactures, and especially during the period under 
study, with the assistance of the capital secured abroad, had been 
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steadily expanding its manufacturing industries. There resulted 
a gradual shift in the character of its imports from finished man- 
ufactured commodities to raw materials, machinery and equip- 
ment, and partly-manufactured goods. Great Britain was itself 
an importer of raw materials, whereas the United States had a 
surplus for export of coal, coke, mineral oils, cotton, certain t}q)es 
of lumber, and metals in their primary form and in preliminary 
stages of manufacture. Moreover, Canadian manufactiBres were 
developing typically along lines in which Great Britain was an 
important source of Canadian imports of the finished products, 
notably cotton and woolen textiles and iron and steel and tin 
products. As Canadian manufactures of these products increased, 

TABLE LVIII 


Merchandise Imports into Canada entered tor Consumption, 
1900 to 1913 ^ 


Fiscal year 2 

Total 

Imports 

Imports from Great Britain j 

Imports from the U. S. 

Value in 
millions of 
dollars 

Per cent of 
total imports 

Value in 
millions of 
dollars 

Per cent of 
total imports 

1900 

172.S 

44.3 

25-7 

102. 1 

S9-2 

1901 

177.7 

42.8 

24.1 

107. 1 

60.3 

1902 

196.S 

49.0 

25.0 

II4.7 

584 

1903 

224 8 

58.8 

26.2 

128.8 

57-3 

1904 

243-6 

61.7 

25-3 

143.0 

58.7 

190S 

251.6 

60.3 

24.0 

152.4 

60.6 

1906 

283.3 

69.2 

24.4 

168.8 

59-6 

1907® ^ 

249.7 

64.4 

25.8 

148,6 

S9-S 

1907 

3SI-9 

94.4 ^ 

26.8 

204.6 

58.2 

1908 

288.2 

70.7 

24.5 

170. 1 

59.0 

1909 

$ 6 g,S 

95-3 

25.8 

217.S 

58.8 

1910 

451-7 

109.9 

24.3 

274.8 

60.8 

1911 

521.4 

116.9 

22.4 

330.4 

63-4 

1912 

670.1 

138.7 

20.7 

435.8 

65.0 

19^3 

618.5 

132.1 

21.4 

395-6 

64.0 


1 Settlers’ effects included. All data, including percentages, from Canada: Department of Trade 
and Commerce, Annual Report, 1914, vol. i, pp. 20, 21. 

2 Ending Jxme 30 until 1906; beginning April i from 1907 on. 

3 Intercalary 9-month period from July i, 1906, to March 31, 1907. 
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it was chiefly the imports from Great Britain which were ad- 
versely affected thereby. Canadian manufacturing, building, and 
transportation methods almost invariably were modelled on 
American lines, so that the United States and not Great Britain 
was the main source of machinery, equipment, and materials not 
available in Canada. Semi-tropical and early season fruits and 
foodstuffs and raw tobacco, necessarily import commodities in 
Canada,® could be obtained in the United States but were not pro- 
duced in Great Britain. The styles demanded by the Canadian 
consumer, the brands and trademarks to which he had been ac- 
customed by persistent advertising, by similarity of economic 
conditions and of standards of living, were American rather than 
British. American sales methods were more effective than the 
more conservative and old-fashioned British methods. The set- 
tlement of the Canadian prairie provinces, with their proximity 
to the important producing regions of the American Middle West, 
gave American exporters a decided advantage over their British 
competitors, in freights and in rapidity of communication and 
delivery, in a rapidly growing portion of the Canadian market. 
The shift in the character of the imports from relatively light 
highly-fabricated commodities to bulky raw materials, partially- 
manufactured products, and machinery and equipment, further 
handicapped the more distant British exporters, especially in their 
trade with the interior provinces to which direct water shipment 
without trans-shipment was either impossible throughout the 
year or was possible only during the seven months of the year 
when the St. Lawrence River was open to navigation. 

Dating from 1897, many British products received a tariff pref- 
erence over similar American products, and in those commodities 
where the British were able to offer serious competition, the pref- 
erence aided them in retaining and in many instances in increas- 
ing somewhat their share of the Canadian market. The changing 
character of the Canadian imports and the many handicaps under 
which British exporters were operating were too powerful, how- 
ever, to be offset by the tariff preference in so far as the import 
trade as a whole was concerned. The British loans to Canada, by 
furthering the growth of manufactures in Canada, operated in- 
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directly to strengthen instead of to weaken the predominance of 
the United States as a source of Canadian imports.^ All of these 
factors combined to prevent the adjustment of the Canadian trade 
balance to the capital borrowings from Great Britain, in so far as 
the import side of the balance was concerned, from being direct. 

In the foregoing pages the preponderance of imports from the 
United States over imports from Great Britain, in spite of the 
preponderance of British over American capital investments in 
Canada, has been explained as due to fundamental economic 
factors which make the United States a more advantageous 
source than Great Britain for commodities of the sort wanted in 
Canada. No weight has been attached to the possibility that the 
closer connection between loans and trade in the case of the United 
States may have been due to deliberate control of their loans by 
American bankers and investors with a view to fostering the ex- 
port trade of the United States. In evidence given before the 
Dominions Royal Commission in 1916, F. W. Field, formerly the 
editor of the Monetary Times of Canada and at this time British 
Trade Commissioner for Canada, presented a contrary view: ^ 

Generally speaking, it may be stated that no great effort seems to have 
been made by British manufacturers and bankers to further Canadian trade 
specifically through the medium of British investments in Canada, although 
there have been exceptions. The matters of trade and loans apparently 
have been allowed to take their natural courses without an attempt being 
made to obtain new business as a result of new loans. The British investor 
hitherto has been largely content to invest in Canadian securities which 
bring him a fair income, give him little risk, but do not secure for him con> 
trol of the enterprise in which his funds have been placed. The case of the 
United States is different. The bankers and manufacturers of that country 
have in many instances combined their efforts so that when the banker has 
arranged a loan to a Canadian borrower and the funds are to be used, say, 
for the installation of plant or machinery, there is an excellent prospect, or 
even a definite arrangement, that the plant or machinery in question shall 
be purchased in the United States and probably from a certain manufac- 
turing firm. This practice has been in evidence even when the share of 
Canadian securities purchased by United States banking houses has been 
small compared with the share purchased by British houses. 

^ This is, of course, directly contrary to the common generalization about the 
relation between foreign investments and trade. 

^ F. W. Field, “Memorandum Regarding the Investment of British and Foreign 
Capital m Canada, Dominions Royal Commission, Minutes of Evidence taken in 
the Central and Western Provinces of Canada in igi 6 . Part I (Cd. 8548), p. 416. 
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The Commission commented on this evidence to the effect 
that it ^Vas confirmed by their personal enquiries and by con- 
versations with leading business men in the Dominion.” ^ But 
the evidence printed in the reports of the Commission, which 
goes into great detail on this and other matters, contains no sup- 
porting data. If anything is meant by these statements other 
than that American manufacturers who invest their capital in 
branch jjlants in Canada often find it profitable to equip them 
with machinery and appliances manufactured by themselves, or 
to ship partly-manufactured products from their own American 
establishments to these branches for further manufacture, they 
are undoubtedly without substantial foundation in fact. There 
is certainly not a trace of evidence to support the charge that 
American bankers commonly attach limitations as to the country 
in which the borrowed funds are to be disbursed when they 
handle issues of Canadian securities. The same reasons explain 
the greater extent to which Canadian expenditures of borrowed 
capital are made in the United States than in Great Britain, which 
explain the greater extent to which Canadian expenditures of 
other kinds not even distantly connected with capital borrowings 
are made in the former than in the latter country. 

Triangular Adjustment through Exports 

Table LIX, which presents a comparison of the exports to 
Great Britain and to the United States, shows that in so far as 
exports were concerned the situation was the reverse of that 
found to be the case for imports. Great Britain was a much more 
important market than the United States for Canadian products. 
For both imports and exports, therefore, the situation was the 
reverse of what it would have been if adjustment of the commod- 
ity balance of trade to capital borrowings had been direct instead 
of triangular. Canada was predominantly an exporter of food- 
stuffs and raw materials, and for these Great Britain was a much 
more important importing market than the United States. 


^ Dominions Royal Commission, Fifth Interim Report^ 1917 (Cd. 8457), p. 9. 
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In the years immediately preceding the war, the great increase 
of popnlation in the United States, the relative increase in urban 
population as compared to rural and in manufacturing as com- 
pared to the primary industries, and the rapid exhaustion of her 
timber resources, were operating to increase the relative impor- 
tance of the United States as a market for Canadian products. A 
continuance, for another decade, of the relative trend of exports 
to the United States and to Great Britain promised to make the 
United States the most important outside market for Canadian 
products as well as the most important source of Canadian im- 
ports. As a consequence of the abnormal wartime conditions, 
this result came about much sooner and in much more pronounced 

TABLE LIX 

Merchandise Exports, Canadian Produce, 1900 to 1913 ^ 


In millions of dollars 


Fiscal years * 

Total exports 

Exports to 

Great Britain 

Exports to 
the United States 

Value 

i Per cent of 
total exports 

Value 

Per cent of 
total exports 

1900 

163.5 

96.6 

59.1 

52.5 

1 32.1 

1901 

177.4 

92.9 

52*3 

68.0 

38.3 

1902 

196.0 

109.3 

SS-8 

66.6 

34*0 

X903 

2x4.4 

125.2 

58.4 

67.8 

31*6 

X904 

19S.4 

IIO.I 

55*5 

66.9 

33.7 

1905 

190.9 

971 

50.1 

70.4 

36.9 

1906 

235*5 

127-5 

54*1 

83.5 

35-5 

1907® 

180.5 

98.7 

54*7 

62.2 

34.4 

X907 

247.0 

126.2 

5 x*i 

90.8 

36.8 

1908 

242.6 

126.4 

52.1 

85-3 

35-2 

X909 

279.2 

139-5 

$0.0 

104.2 

37.3 

1910 

274*3 

132.2 1 

48.2 

104. 1 

38.0 

1911 

290.2 i 

147.2 

50*7 

102.0 

35*2 

1912 

355-8 

170.2 

47.8 

139.7 

39*3 

X9X3 

431.6 1 

215*3 

50-0 

163,4 

37.9 


J All data, mduding percentages, from Canada: Dept, of Trade and Commerce, Annual Report, 
1914, vol. i, pp. 22, 23. 

^ Ending June 30 until 1906; beginning April 1 from 1907 on. 

® Intercalary 9-month period from July i, 1906, to March X907. 
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fashion than was to be expected from the conditions existent 
during the period i9oo-'i9i3. 

For both imports and exports, therefore, Canada’s relations 
with Great Britain and the United States were such that the 
adjustment of Canada’s trade balance to her borrowings from 
Great Britain was effected largely through triangular transac- 
tions with the United States. The trend in exports shown both 
before the outbreak of the war and since the close of the war 
suggests that, if when the time comes for repayment of the British 
loans it will be effected mainly through increased exports, the 
adjustment of the trade balance to repayments of capital borrow- 
ings will also be triangular; the Canadian obligations to Great 
Britain will be met in large part by exports to the United States. 
This tendency may be largely counteracted, however, if Great 
Britain extends her tariff preferences to a greater range of com- 
modities produced in Canada and if the United States main- 
tains high import duties on the chief articles of Canadian pro- 
duction and export. 



CHAPTER XIII 


SOME ECONOMIC CONSEQUENCES OF THE CAPITAL 
BORROWINGS 

In this chapter there will be discussed briefly some phases of the 
influence on Canadian economic conditions of the great inflow of 
borrowed capital which are of interest to theory. 

Ini'luence of Capital Borrowings on the Terms of 
International Exchange 

It has already been shown that, according to those economists 
who follow Thornton and Mill rather than Ricardo in their ex- 
planation of the mechanism of adjustment of international bal- 
ances, prices during a period of capital borrowings rise in the bor- 
rowing country, fall in the lending country. This theory has been 
verified inductively for Canada during the period 1900 to 1913, 
and it has also been shown that domestic and export prices rose 
relatively to import prices. It is a corollary of this reasoning that 
during a period of international borrowings the terms of inter- 
national exchange shift in favor of the borrowing country and 
against the lending country — in other words, that the borrow- 
ing country obtains more foreign produce in exchange for each 
unit of its exports than it did prior to the period of borrowing. 
Adequate inductive verification of this proposition is supplied by 
the demonstration already made that export prices rose rela- 
tively to import prices. 

There would be no such shift in the terms of international 
trade if the adjustment of the trade balance to capital borrow- 
ings were brought about, as Ricardo claimed, through automatic 
shifts in the relative demand of the two countries for each other’s 
products, without preliminary gold movements and without 
changes in relative price levels. Moreover, another and more 
generally accepted phase of the Ricardian theory appears at 

2Q5 
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first glance to be opposed to this reasoning that capital borrowings 
bring about a change in the terms of international exchange. 
Ricardo lays down the following “law”: ‘ 

Gold and silver having been chosen for the general medium of circulation, 
they are, by the competition of commerce, distributed in such proportions 
amongst the different countries of the world as to accommodate themselves 
to the natural traffic which would take place if no such metals existed, and 
the trade between countries were purely a trade of barter. 

Under a state of barter a loan would necessarily be made in 
terms of specific goods, would be transferred to the borrower in 
the form of these goods, and would not require for its adjustment 
a relative shift in the demand of the borrowing and lending coun- 
tries for each other’s goods and consequently in the terms of in- 
ternational exchange. The fact that the borrowing country was 
willing to accept a loan of these specific goods would ipso facto 
demonstrate that it already had a demand for them at the current 
rates of exchange with other goods, in excess of what it could 
satisfy without recourse to borrowings. Apparently, therefore, 
either Ricardo’s law of the identity of the conditions of interna- 
tional trade under barter and under money exchange either does 
not hold true when the even balance of trade is disturbed by in- 
ternational borrowings, or else Ricardo is right when he denies 
the necessity of gold movements in the adjustment of trade bal- 
ances to disturbing factors. It is this apparent inconsistency 
between Ricardo’s law and Mill’s theory of the function of gold 
movements in the adjustment of balances which led Bastable to 
doubt the validity of Mill’s theory.^ 

Further examination, however, discloses the possibility of 
reconciling Mill’s theory of gold movements with Ricardo’s law. 
A shift in the reciprocal demand of borrowing and lending coun- 
tries for each other’s products and consequently in the terms of 
international exchange is essential to the adjustment of the trade 
balance to capital borrowings under either barter or money ex- 
change. A loan of goods under barter will, it is tme, move into 

^ Principles, Ch. vn {Worhs^ pp. 77, 78). Bastable terms this “Bicardo^s 
greatest contribution to the theory of international trade/’ (C. F. Bastable, 
Theory of Intermiwml Trade, 4th ed., London, 1903, p, 55.) 

^ See p. 203, supra. 
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the borrowing country directly and without need of preliminary 
changes in the rates of exchange of these goods with the goods of 
the borrowing country. The inflow of the borrowed goods, how- 
ever, will disturb the even equilibrium between the remaining 
items in the balance of trade. The increase in the borrowing 
country in the supply of the lending country’s goods will lower 
the rates of exchange of these goods with other goods both do- 
mestic and imported in the borrowing country. The l]orrowing 
country will therefore be unwilling to continue its purchases from 
the lending country in the volume and at the rates of exchange 
current prior to the beginning of the inflow of the borrowed goods. 
On the other hand, there will have been no reason why the lend- 
ing country’s demand for the borrowing country’s goods should 
have fallen, or at least why it should have fallen to an extent 
which would exactly offset the fall in the demand of the borrow- 
ing country for its own goods. In other words, the loan of goods 
under barter will have caused a shift in favor of the borrowing 
country in the reciprocal demand of the two countries for each 
other’s goods. The necessary equilibrium between exports and 
imports other than those representing the transfer of borrowed 
goods from lender to borrower will be reestablished only if the 
lending country accepts smaller quantities of the borrowing 
country’s goods in exchange for each unit of its own exports.^ 

There remains some difference between the function of the 
shift in the terms of international exchange under barter and 
under money exchange. Under barter, the transfer of the loan 
to the borrowing country in the form of goods comes first and is 
the cause, and not the effect, of the shift in the terms of inter- 
national exchange; the shift serves to reestablish equilibrium in 
the portion of the trade in commodities which is not directly 
connected with the borrowings. Under money exchange, the 
shift in the terms of international exchange is a necessary pre- 
liminary to the coming in of the loan in the form of goods. 

^ This is essentially Mill’s reasoning — Mill, in fact, first demonstrates that a 
sliift in the terms of international exchange is a necessary consequence of borrow- 
ings, subsidies, etc., for a hypothetical state of barter, and then applies his argu- 
ment to similar conditions in a money economy. (J. S. Mill, Principles, Bk. Ill, 
Ch. XXX, § 4.) 
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The shift in favor of Canada in the terms of international ex- 
change gave her the advantage, not only of obtaining a greater 
quantity of foreign goods in exchange for the money proceeds of 
her borrowings abroad, but also of exchanging her exports for 
foreign commodities on more favorable terms. There were opera- 
tive, however, some factors which tended to restrict the extent 
to which Canada could profit through exchanging exports for 
imports on more favorable terms. If the foreign demand for 
Canadian products had a high degree of elasticity, there would be 
either a marked relative rise in Canadian prices, which would lead 
to a sharp reduction in the amounts which could be exported at 
the higher prices, and thus would make a reduction in Canadian 
exports an important factor in adjusting the Canadian balance to 
the borrowings from abroad, or else the rise in the price of Cana- 
dian export commodities would not be substantial. In all cases 
where Canada was not necessarily a predominant source of supply 
either for the world at large or for the particular country affected, 
the foreign demand for the Canadian product would be highly 
elastic, regardless of the character of the foreign demand for the 
product in general. A substantial rise in the Canadian price rela- 
tive to the price in other producing regions would shift the de- 
mand to these other regions. Canada was the predominant source 
of world supply for only two or three mineral products. The elas- 
ticity of the foreign demand for Canadian products was operative, 
therefore, as an important check on the possibility of Canada’s 
exchanging her exports for foreign commodities on more favorable 
terms because of her borrowings abroad. 

The relative degree of rise in the domestic price level as com- 
pared to import prices measured the degree to which the shift 
in the terms of international exchange temporarily lowered to 
Canada the cost of the goods purchased abroad with the proceeds 
of the borrowings. But the degree of profit accruing to Canada 
from the exchange of her exports for foreign products on more 
favorable terms was not nearly so great. This reasoning is veri- 
fied by the evidence presented in an earlier chapter to the effect 
that the prices of export commodities did not rise in nearly the 
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same degree as did domestic prices.^ It is furtlier verified by the 
evidence presented in the preceding chapter to the effect that 
Canada’s export trade would have been seriously checked, had it 
not been for the operation of special circumstances which made 
possible the profitable export of a few important products at 
prices relatively little higher than the import prices.^ 

Capital Borrowings and the Distribution op Income 
IN Canada 

The great amount of foreign capital invested in Canada during 
the period 1900-1913, together with the normal increase in the 
domestic supply of capital from new savings, resulted in a much 
greater relative increase in the total stock of capital than in the 
supply of labor. The population of Canada increased by 30 per 
cent from 1900 to 1910 and by 45.8 per cent from 1900 to 1913.® 
According to the estimates made in Part I of this study, 
the amount of outside capital in Canada increased from $1,200,- 
000,000 in 1900 to $2,480,000,000 in 1910, an increase of 107 per 
cent, and to $3,700,000,000 in 1913, an increase of 208 per cent/- 
In further confirmation, there are presented in Table LX partial 
estimates of the increase in the total stock of capital in Canada 
from 1900 to 1910 and to 1913. 

The data presented in Table LX, even after generous allowance 
for the inevitable shortcomings of the estimates and also for the 
influence of rising prices, clearly demonstrate that the increase in 
Canada of the supply of capital was relatively much greater than 
the increase in population, and, therefore, in the supply of labor. 
The available supply of land for town purposes also increased 
during this period owing to the extensive town-building, but the 
supply of building-sites of a given character and location pre- 
sumably remained constant. 

The generally accepted theory maintains that a change in the 
relative proportions of the factors of production tends to change 
their relative rates of return to the advantage of the relatively 
constant factors. Applied to the conditions present in Canada 

i Chart VIII, p. 229, supra. ® Canada Year Book, 1913, p. 519. 

® Pp. 261 seq., supra. ^ See Table XXVIII, p. loi, supra. 
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during the period 1900-1913, there should be expected, in con- 
formity with the theory, a rise in town rents relatively to wages 
and a rise in wages relatively to interest. With the purpose of 
testing the theory inductively, there is presented in Chart XVIII 
a comparison of the trends of rents, wages, and interest during 
the period under study. Unfortunately, the material available 
does not completely answer the requirements of inductive verifi- 
cation. ^The index for rents is based on house-rents for typical 
workingmen’s dwellings, and reflects, therefore, variations in the 
rate of return to the capital invested therein as well as in land- 
rents proper. The indices for wages and rents, but not the index 
for interest, require downward correction if the influence thereon 
of the fall in the value of money is to be eliminated. In order 
that the index for interest may fully reflect variations in the rate 
of interest, it has been so constructed as to reflect not the actual 
per cent of return to invested capital in each year, but the rates 


TABLE LX 

Partiai. Estimates of the Increase in the Stock of Capital m 
CaKAPA, 1900 TO 1913 ^ 



1900 

1910 

1913 

Amount 
in millions 
of dollars 

Amount 
in millions 
of dollars 

Per cent 
increase 
over 
1900 

_ Amount 
in millions 
of dollars 

Per cent 
increase 
over 
1900 

Savings Deposits in Government 






Banks 

S3 

58 

9.4 

68 

26.2 

Agricultural Capital 

1,787 

4,224 

136.4 



Capital in Fisheries 

11 

19 

72.7 

24 

118.2 

Mining Capital 

! 

109 

153.5 



Manufacturing Capital 

447 

1,248 

179.2 



Private Railway Capital 

784 



1,709 

117.9 

Electric Railway Capital 

39 

141 

261.5 



Bank Premises 

6 

23 

283.3 

46 

666.6 

Building Values (1904 base year) . 



232.0 


316.8 

Real Property Valuation in Towns 






(1900 base year) 



141.I 


448.7 


1 Based on data in Cost of Living Report^ vol. ii, pp. 916^34, 
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at which new loans could be made each year. The index for 
wages is a weighted index based on weekly rates in a wide range 
of occupations; as the average number of hours in the working- 
week was declining during this period, it minimizes the actual 
increase in money wage rates per hour. 

The data in the chart confirm the theory only to a moderate 
extent. House rents, it is true, show a more marked rise than 
wages, and wages, in turn, show a greater rise than inteihst. But 


CHART XVin 


Indices or House Rents, Inteeest, and Wages, ipcxy-ipis 


— . House rents Interest Wages 



o 
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if it were feasible to reduce the data relating to rents and wages 
to terms of “real” income, so as to discount the effect of the rise 
in prices, it would probably appear that wages did not rise more 
than did interest, whose index, being on a per cent basis, does 
not reflect the rise in prices. The operation of other factors, in- 
cluding, perhaps, the well-known tendency of changes in wages 
to lag behind changes in prices, may explain the lack of closer 
agreement between the factual data and the theoretical expec- 
tations. 

Capital Borrowings and Prosperity 

There was every evidence of general prosperity in Canada dur- 
ing the period under study. The index of wages does not ade- 
quately indicate the economic situation of the working classes 


DATA OF CHART XVIII 

Indices of House Rents, Inteeest, and Wages 


Year 

House rents ^ 

Interest - 

i 

Wages ® 

1900 

100.0 

lOO.O 

100.0 

IQOI 


99.2 

101.6 

1902 


100.6 

103.8 

1903 


102.6 

I06.S 

1904 


lOO.I 

109.3 

190S 

119.7 

96.9 

II3.I 

1906 


101.7 

116.5 

1907 


109.S 

122.6 

1908 


107. 1 

124.8 

1909 

140.0 

99.6 

X29.O 

1910 

139-7 

105.3 

134.0 

I9II 

I 44 -S 

107.3 

137*9 

1912 

IS 4-2 

109.3 

145.0 

1913 

161.2 

117.6 

148.9 


1 House Rents: — simple average of Labour Department's indices for typical sk-roomed dwell- 
ings in workingmen’s section, (a) with sanitary conveniences, and (h) without sanitary conveniences. 
Data from Cost of Living Report, vol. h, p. 379. 

® Interest:— 'Simple averages of Coats’s indices of («) the rates at which city mortgages could be 
obtained, weighted by population of cities, (&) the rate at which farm mortgages could be obtained, 
weighted by population of provinces, (c) the rates of return on provincial bonds at the current market 
prices, and {d) call money rates in Montreal, (a), (6), and (d) from Cost of Living Report, voL ii, pp, 
723, 724, 739; (c) from C. H. Burgess, “Review of the Municipal Bond Market, 1896-X913,” Mone- 
tary Times Annual, January, 1914, pp. 80, 81. 

® Wages: — Coats’s Index, weighted by occupations. See note s to Chart XI, p. 343, supra. 
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during this period, since it takes no account of the fact that there 
was generally full employment throughout the period. Rents 
were buoyant, business profits were unusually high and regular, 
and there was the gain already mentioned from the low prices, 
measured by relative Canadian levels, at which imports were 
obtained from abroad. To what extent this prosperity was 

TABLE LXI 


Totax Investments m Canada by Classes of Investments, 1900 to 1913 
In millions of dollars 



Great 

Britain 

United 

States 

Other 

countries 

All 

countries 

Dominion and Provincial Govern- 
ments 

i 175 

4 


179 

Municipal Governments 

200 

60 


260 

Railroads 

670 

50 

47 

767 

Industrial Investments 

420 

180 

30 

630 

Land and Timber 

80 

145 

80 

30s 

Mining 

65 

60 


125 

Insurance Companies 

32 

50 


82 

Miscellaneous 

III 

81 

6 

198 


1,753 

630 

163 

2,546 


sound and was not based on over-optimistic speculative antici- 
pations of future income depends upon a good many factors con- 
cerning which no definite conclusions are possible. But this much 
is indisputable: whether the eventual period of repayment of 
the capital borrowings from abroad will be passed without 
economic distress in Canada depends to a large degree on whether 
these borrowings were used wisely or were squandered in unwise 
investments or in extravagant living. 

An analysis of the uses to which the borrowed capital was put 
can offer some dues as to the probabilities. In T able LXI there is 
presented such an analysis, based in large part on the data used in 
Chapter VI in reaching the direct estimates of capital borrowings, 
but based also on a great variety of other data. The miscellane- 
ous item in this table presents both investments which did not 
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lend themselves to the method of classification followed in the 
table, and also security investments which could not be classified 
because of lack of information. 

The foreign investments in Canadian lands were made largely 
in years of speculative land-booms in Canada, when prices were 
extravagantly high. Much of this capital has already been lost 
to the investors, and much of the remainder will never pay an 
adequatl' return. The losses, however, will be on the part of the 
foreign investors, since the overvalued land was generally their 
only security. 

Other questionable items are the loans to the Dominion and 
local governments and the railroad borrowings. These involve 
little chance for loss to the investors, since even the railroad 
bonds in most cases were issued under government guarantees. 
Much of the capital borrowed by the Dominion and Provincial 
governments was for purposes of railroad construction or for the 
grant of subsidies to private railroad companies. The capital 
expenditures of the Dominion government on account of railroad 
construction amounted during this period to $178,000,000. In 
addition, the Dominion and local governments granted sub- 
sidies to private railroads amounting to $78,000,000, and some 
railroad construction was carried on by the Provinces themselves.^ 
There is now general agreement that much of this railroad 
construction was unwise. Of the five great railroad systems 
in Canada in 1913, three, namely, the Canadian Northern, the 
Grand Trunk, and the Grand Trunk Pacific, have since been 
saved from bankruptcy only by the intervention of the govern- 
ment.* The Intercolonial Railway, as always, did not earn its 
fixed charges. Only the Canadian Pacific Railway was financially 
successful. The Federal Government is faced now with an annual 
deficit below operating charges amounting to millions of dollars 
on the railroads for which it is financially responsible. No one 
claims that the war was solely or even mainly responsible for the 
financial difficulties of the railroads, and no one now denies that 

1 Cost of Lking Report, vol. ii, pp. 920, 921. 

^ With a loss to the common stock holders in the Grand Trunk systems of their 
total investments. 
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there was extravagant overconstruction of roads during the period 
1900 to 1913. This overconstruction was due in large part to the 
moral and financial encouragement given by the government to 
new railroad enterprises and to its own ventures in railroad build- 
ing. One motive was undoubtedly the desire of the Liberal Gov- 
ernment to placate the western provinces for its failure to redeem 
its pledges to lower the tariff, by giving them additional transpor- 
tation facilities for their grain. 

The municipal borrowings were also in large part unhealthy. 
In the optimism of a period of rapid expansion and excessive 
growth of urban population, town-building was overdone. Many 
western municipalities are now in financial difficulties, and for 
the western towns in general, which were responsible for the bulk 
of the municipal borrowings, the immediate future presents a 
prospect of heavy taxation to meet the obligations incurred in 
constructing public works, pavements, and roads sufficient for 
a population much greater than they are likely to have for many 
years. 

The investments in industrial and mining enterprises have 
more favorable prospects of success. The former, however, to 
the extent that they consist of investments in manufacturing 
enterprises, are very largely dependent for their prosperity upon 
the continuance of tariff protection. The heavy burden imposed 
on the farming community by the high prices of the things they 
buy, resulting from the tariff' and by the high freight rates made 
necessary by the overconstruction of railroads, has made the 
farmers determined to gain political control in Canada. If they 
should succeed and should make drastic reductions in the tariff, 
there would undoubtedly be revealed a considerable overinvest- 
ment of capital in Canadian manufacturing enterprises. 

It is not an unduly pessimistic conclusion, therefore, that the 
borrowings during the period under study, if not too great in vol- 
ume, were in large part invested in economically unsound ven- 
tures. The prosperity of the borrowing period was due in large 
measure to the borrowings. When borrowings cease, but interest 
payments must continue, and especially when the time arrives for 
repayment of principal, Canada will have to face a reversal of all 
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the price trends present during the period of capital borrowings. 
Canadian prices and wages will move down instead of up rela- 
tively to other countries. It will be necessary for Canada to sell 
her products at lower prices in order to induce her creditors to 
accept increased quantities thereof in payment of their claims to 
interest and principal. Canada will thus be able to liquidate her 
indebtedness and to obtain her necessary imports only on less 
advantageous terms. The great additional foreign indebtedness 
incurred since 1914, much of it resulting from economically un- 
productive military expenditures, from the completion of an 
extravagant program of railroad and town building, from the 
construction of an unprofitable merchant marine, and from the 
further extension of manufacturing industries of which few would 
have any expectation of survival if their tariff subsidy were with- 
drawn, will intensify the seriousness of the problem which will 
face Canada when the borrowings cease and the difficult burden of 
repayment must be assumed. 

The further discovery and exploitation of rich natural re- 
sources, a generous increase in population, an increase in the in- 
tensity of the world demand for the important Canadian products, 
the adoption of a sounder and more far-sighted commercial 
policy and of a more conservative policy of capital investment 
in questionable enterprises — these would substantially lessen for 
Canada the severity of the task of liquidation of its foreign in- 
debtedness. Confidence in the economic prospects of Canada for 
the near future must rest on the expectation of the early attain- 
ment of some, if not all, of these objectives. 
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